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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  report  is  the  result  of  our  financial-compliance  audit  of  the  Depart- 
ment of  Family  Services  for  the  two  fiscal  years  ended  June  30,  1993.   Included  in 
this  report  are  20  recommendations  for  the  department  to  improve  management 
controls,  monitor  its  budget,  account  for  financial  activity  in  accordance  with  state 
law,  establish  procedures  to  monitor  subrecipients,  and  recover  indirect  costs  in 
accordance  with  state  law  and  federal  regulations. 

The  written  responses  to  the  audit  recommendations  are  included  at  the  end 
of  the  audit  report.  We  thank  the  director  and  department  staff  for  their  assistance 
and  cooperation. 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  and  the  Governor's  Office  responses  thereto,  and  a  reference  to  the  supporting 
comments. 


Recommendation  #1 


We  recommend  the  department: 

A.  Ensure  the  proper  funding  source 
is  charged  initially  throughout 
the  fiscal  year. 

Agency  Response:  Concur.   See  page  B-4. 

B.  Obtain  and  use  inter-entity  loans 
when  a  delay  in  reimbursement  occurs. 


10 


Agency  Response:  Concur.  See  page  B-4. 


Recommendation  #2 


We  recommend  the  department  obtain 
inter-entity  loans  only  when  there 
is  sufficient  revenue  source  to  repay 
them  in  compliance  with  state  law.  .  .  . 


11 


Agency  Response:  Concur.  See  page  B-4. 


Recommendation  #3 


We  recommend  the  department  ensure  its 
Special  Revenue  Fund  accounts  are  recon- 
ciled and  fund  balances  are  correct  at 
the  end  of  each  fiscal  year 


13 


Agency  Response:   Concur.  See  page  B-5. 


Recommendation  #4 


We  recommend  the  department: 


A.    Record  approved  operating  budget 
changes  on  SBAS  in  accordance  with 
state  law. 

Agency  Response:   Concur.  See  page  B-5. 
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Summary  of  Recommendations 

B.     Monitor  program  expenditure  activity  to 

ensure  compliance  with  appropriation  laws 14 

Agency  Response:  Concur.   See  page  B-5. 

Recommendation  #5  We  recommend  the  department  establish 

procedures  to  ensure  revenue  and  expendi- 
tures are  properly  recorded  in  accordance 
with  state  law  and  policy 18 

Agency  Response:   Concur.  See  page  B-5. 

Recommendation  #6  We  recommend  the  department  review  the 

daily  transaction  listing  to  ensure  infor- 
mation recorded  on  SBAS  is  authorized, 
accurate,  and  complete 19 

Agency  Response:  Concur.  See  page  B-6. 

Recommendation  #7  We  recommend  the  department  review  and 

assign  staff  duties  to  provide  approp- 
riate control  over  transactions  processed 
on  SBAS 19 

Agency  Response:  Concur.  See  page  B-6. 

Recommendation  #8  We  recommend  the  department  continue  to 

develop  and  implement  procedures  to  ensure 
fixed  assets  are  properly  recorded  on  the 
state's  property  accounting  records 21 

Agency  Response:  Concur.   See  page  B-6. 

Recommendation  #9  We  recommend  the  department  adequately 

segregate  duties  of  personnel  responsible 
for  payroll  processing  and  resident  account, 
canteen,  and  warehouse  activities 23 

Agency  Response:  Concur.   See  page  B-7. 
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Recommendation  #10 


We  recommend  the  department  reconcile  SBAS 
and  its  foster  care  data  base  on  a  timely 
basis  to  ensure  financial  information  on 
the  state's  accounting  records  is  accurate 
and  complete 


25 


Agency  Response:  Concur.  See  page  B-7. 


Recommendation  #1 1 


We  recommend  the  department: 


A.  Implement  procedures  to  ensure  nontreasury 
cash  accounts  are  used  in  accordance  with 
state  law  and  policy. 

Agency  Response:   Concur.  See  page  B-8. 

B.  Periodically  review  nontreasury  cash 
accounts  for  compliance  with  established 
procedures  and  state  policy  and  close 
those  accounts  which  do  not  comply. 

Agency  Response:   Concur.  See  page  B-8. 

C.  Review  the  authorized  balance  of  all  non- 
treasury  cash  accounts  to  determine  if 
they  are  excessive,  and  if  necessary, 
reduce  the  balances. 

Agency  Response:   Concur.  See  page  B-8. 

D.  Fairly  and  equitably  distribute  interest 
earnings  to  individual  custodial  accounts 
on  a  timely  basis. 

Agency  Response:  Concur.   See  page  B-8. 
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E.     Implement  procedures  to  ensure  accounting 
records  are  updated  with  current  custodial 
account  balances  by  fiscal  year-end  in  accor- 
dance with  state  policy. 

Agency  Response:  Concur.  See  page  B-8. 


F.     Report  all  instances  of  theft  to  the 
Attorney  General  and  the  Legislative 
Auditor  as  required  by  state  law.  .  .  . 


28 


Agency  Response:  Concur.  See  page  B-8. 


Recommendation  #12 


We  recommend  the  department  establish  an 
internal  control  system  to  ensure: 


A.    Foster  care  payments  are  made  on  behalf 
of  eligible  clients  in  accordance  with 
federal  regulations. 

Agency  Response:  Concur.  See  page  B-9. 


B.     The  correct  funding  source  is  charged 
for  services  based  on  client  eligibility. 


31 


Agency  Response:  Concur.   See  page  B-9. 


Recommendation  #13 


We  recommend  the  department  establish 
and  implement  procedures  to  ensure: 


A.    All  subrecipients  receiving  federal 
assistance  in  excess  of  $25,000  have 
audits  completed  in  accordance  with 
federal  regulations. 

Agency  Response:   Concur.  See  page  B- 10. 
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B.     Audit  reports  are  received,  reviewed, 
and  comply  with  applicable  federal 
regulations 33 

Agency  Response:  Concur.   See  page  B- 10. 

We  recommend  the  department  implement 

adequate  procedures  to  recover  foster 

care  overpayments 35 

Agency  Response:   Concur.  See  page  Br  10. 

We  recommend  the  department  include  all 

costs  allowed  by  federal  regulations  in 

its  indirect  cost  rate 37 

Agency  Response:  Concur.  See  page  B- 11. 

We  recommend  the  department  recover 

indirect  costs  to  the  fullest  extent 

possible  in  accordance  with  state  law 39 

Agency  Response:  Concur.  See  page  B- 11. 

We  recommend  the  department  work  with  the 

Department  of  Administration  to  ensure  that 

negotiated  contracts  with  teachers  comply 

with  state  law  and  policy 41 

Agency  Response:   Conditionally  Concur.  See  page  B-1 1. 

We  recommend  the  department  establish 

procedures  to  ensure  the  county  attorney 

is  notified,  as  required  by  state  law, 

of  all  matters  of  known  or  suspected  abuse 

or  neglect  reported  to  the  department,  or 

seek  legislation  to  amend  the  law  as  appropriate 42 

Agency  Response:  Concur.  See  page  B-12. 


Recommendation  #14 


Recommendation  #15 


Recommendation  #16 


Recommendation  #17 


Recommendation  #18 
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Recommendation  #19 


We  recommend  the  department  ensure  manda- 
tory visits  to  day-care  facilities  are 
appropriately  completed  and  performed  in 
accordance  with  state  law 


43 
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Agency  Response:   Concur.  See  page  B-13. 


Recommendation  #20 


We  recommend: 


A.    The  Governor  assign  a  team  of  individuals  from 
other  state  agencies  to  develop  and  ensure  imple- 
mentation of  an  effective  management  control 
system  at  the  department. 

Governor's  Office  Response:   Concur.  See  page  B- 14. 


B.     The  department  assign  responsibility  and 
accountability  to  an  individual  for  coordi- 
nating work  and  monitoring  compliance  with 
control  systems  and  procedures  developed 
by  the  team 


46 


Agency  Response:   Concur.  See  page  B-13. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Department 
of  Family  Services  (department)  for  the  two  fiscal  years  ended 
June  30,  1993.  The  objectives  of  the  audit  were  to: 


1.  Recommend  improvements  in  the  management  and  internal 
controls  of  the  department. 

2.  Determine  if  the  department  complied  with  applicable  state 
and  federal  laws  and  regulations. 

3.  Determine  if  the  department  implemented  prior  audit 
recommendations. 

4.  Determine  if  the  department's  financial  schedules  fairly 
present  the  results  of  its  operations  for  the  audit  period. 

This  report  contains  20  recommendations  to  the  department 
which  includes  1  recommendation  to  the  Governor's  Office. 
These  recommendations  address  areas  where  the  department  can 
improve  financial  management,  accounting  procedures,  and 
compliance  with  laws  and  regulations.   In  accordance  with 
section  5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if 
significant,  of  implementing  the  recommendations  in  this  report. 

Areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  specifically 
included  in  this  report,  but  have  been  discussed  with  the  director 
and  department  management. 


Background 


The  department  provides  protective  services  to  ensure  the  health, 
welfare,  and  safety  of  children  and  adults  who  are  in  danger  of 
abuse,  neglect  or  exploitation  within  the  community.   It  provides 
for  the  care,  protection,  and  mental  and  physical  development  of 
youths  in  need  of  supervision  or  delinquent  youth  who  are 
referred  or  committed  to  the  department.   In  addition,  it 
provides  support  services  to  enable  senior  citizens  to  maintain 
their  independence. 


Department  services  are  aimed  at  strengthening  family  unity  and 
providing  an  appropriate  living  environment  for  individuals. 
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The  department  operates  under  four  programs:  management 
support,  regional  staff,  juvenile  corrections,  and  community  and 
protective  services.   The  number  of  full-time  equivalent 
employees,  by  program,  is  shown  in  the  following  table. 


Table   1 


Futt-tiine  Equivalent  Emiloyees 


Program 
Management  Support 
Regional   Staff 
Juvenile  Corrections 
Community/Protective  Services 
Total  Department 


Fiscal 

Year 

1991-92 

42 

337 

206 

15 

600 


Fiscal- 
Year 
1992-93 
42 
337 
205 
17 
601 


Source:       Departaent  of   Faaily  Services  final   approved  operating 
plan. 


The  management  support  program  provides  the  overall  manage- 
ment and  policy  development  for  the  department,  as  well  as 
administrative,  data  processing,  and  fiscal  support.   The  program 
includes  the  director's  office,  administration,  state  aging,  and 
training  functions. 

The  regional  staff  program  provides  protective  services  to  ensure 
the  health,  welfare,  and  safety  of  children,  the  developmentally 
disabled,  and  the  elderly  who  are  in  danger  of  abuse,  neglect,  or 
exploitation.   Each  of  the  department's  five  regions  provides  the 
administrative,  management,  and  supervisory  functions 
necessary  to  ensure  that  regional  program  responsibilities  are 
met. 

The  juvenile  corrections  program  provides  diagnosis,  care, 
education,  and  rehabilitation  for  juveniles  between  the  ages  of 
10  and  21  years  who  have  been  committed  by  the  courts.   The 
program  includes  the  Mountain  View  School  (MVS),  Pine  Hills 
School  (PHS),  youth  evaluation  program,  and  aftercare  program 
for  youth  released  from  correctional  facilities.   Our  office 
performed  a  performance  audit  which  included  the  juvenile 
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corrections  program.   The  Juvenile  Justice  in  Montana  audit 
report  (92P-28)  was  dated  June  1993. 

The  community  and  protective  services  program  provides  the 
overall  administrative  and  policy  development  services  for  the 
direct  service  programs  of  the  department.   The  program 
provides  a  variety  of  social  services  to  children  and  adults. 
Services  to  children  include  foster  care,  protective  daycare,  and 
adoption  referral  and  counseling.   Services  to  adults  include 
spouse  abuse  counseling,  services  to  unmarried  partners,  health 
and  nutrition  programs,  and  work  incentive  programs.  The 
program  also  includes  administration  of  federal  supplemental 
security  income  payments  to  eligible  recipients. 
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Prior  Audit  Recommen-  Our  financial-compliance  audit  of  the  department  for  the  two 

dations  fiscal  years  ended  June  30,  1991  contained  22  recommendations 

consisting  of  33  specific  recommendations.   In  its  response  to  our 
prior  audit,  the  department  stated  32  of  the  33  specific  recom- 
mendations would  be  implemented  as  of  September  1992.   We 
determined  the  department  implemented  15,  partially  imple- 
mented 4,  and  did  not  implement  14  of  the  specific  recommen- 
dations. 

In  its  response  to  our  prior  audit,  the  department  concurred  with 
all  the  recommendations  not  fully  implemented.  In  addition,  9 
of  the  recommendations  not  fully  implemented  are  issues  which 
remain  from  the  financial-compliance  audit  report  for  the  two 
fiscal  years  ended  June  30,  1989.  In  its  response  to  that  report 
the  department  concurred  with  the  recommendations  not  fully 
implemented. 

The  specific  recommendations  which  were  partially  implemented 
relate  to  completeness  of  accounting  records  (page  18),  property, 
plant  and  equipment  (page  20),  leave  benefits  for  teachers 
(page  40)  and  travel.   The  recommendation  on  travel  has  been 
discussed  with  department  management  and  is  not  addressed 
further  in  this  report.   Three  of  these  recommendations  were  also 
included  in  the  audit  report  for  the  two  fiscal  years  ended 
June  30,  1989. 

The  specific  recommendations  which  were  not  implemented  by 
the  department  concern  management  controls  (page  6),  spending 
non-General  Fund  money  first  (page  7),  compliance  with 
operating  budget  requirements  (page  13),  accounting  records 
(page  14),  segregation  of  duties  (page  22),  nontreasury  cash 
accounts  (page  25),  youth  placement  committees  (see  the 
following  paragraph),  procedures  for  determining  Title  IV-E 
foster  care  eligibility  (page  29),  subrecipient  monitoring 
(page  31),  and  administrative  cost  recovery  (page  35).  Six  of 
these  recommendations  were  also  included  in  the  audit  report  for 
the  two  fiscal  years  ended  June  30,  1989. 
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The  recommendation  on  youth  placement  committees  was  not 
implemented  by  the  department.   The  Juvenile  Justice  in 
Montana  performance  audit  report  addresses  concerns  related  to 
the  youth  placement  committees.   The  performance  audit  noted 
the  same  concerns  in  its  report  as  were  noted  in  the  financial 
compliance  report  for  the  two  fiscal  years  ended  June  30,  1991. 
Based  on  the  results  of  the  performance  audit  we  did  not 
perform  additional  work  in  this  area. 
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Management  Controls 


One  of  the  basic  tasks  of  management  is  to  establish  and  main- 
tain an  environment  where  staff  can  work  towards  meeting 
established  objectives.   Management  controls  include  policies, 
procedures,  training,  and  established  administrative  processes. 
In  the  two  previous  audit  reports,  we  discussed  areas  where  the 
department  could  improve  its  management  controls.  The  depart- 
ment concurred  with  all  but  one  of  the  thirty-three  specific 
recommendations  contained  in  the  prior  audit  report;  however, 
we  noted  the  department  partially  implemented  four  and  fully 
implemented  only  fifteen  of  those  recommendations.   Fourteen 
of  the  specific  recommendations  were  not  implemented. 


In  our  current  audit,  many  of  the  problems  we  noted  occurred 
because  department  personnel  did  not  receive  adequate  training 
regarding  laws  and  accounting  policies;  key  accounting  personnel 
did  not  provide  adequate  supervision  and  guidance  to  employees 
and  did  not  thoroughly  review  transactions  recorded  on  the 
state's  accounting  records;  no  procedures  manual  was  available  to 
provide  guidance  to  staff  to  ensure  responsibilities  are  completed 
properly  and  on  a  timely  basis;  and  there  was  a  breakdown  in 
communication  within  the  department  which  did  not  allow  for 
adequate  feedback. 

The  following  report  sections  indicate  the  department  did  not 
have  adequate  management  controls  in  place  to  prevent  or  detect 
errors.   In  the  last  section  of  this  report,  we  make  a  recommen- 
dation to  the  Governor  to  assign  a  team  of  individuals  to  develop 
and  ensure  implementation  of  an  effective  management  control 
system  at  the  department.   Because  we  do  not  audit  all  depart- 
ment activities  and  transactions,  the  errors  we  found  are  only 
examples  of  the  types  of  problems  that  exist. 


Monitoring  of  Budgets 


Financial  information  of  the  department  is  used  by  department 
officials,  budget  analysts,  and  the  legislature  to  manage  and 
establish  funding  levels  for  the  department.  The  Office  of 
Budget  and  Program  Planning  (OBPP)  budget  analysts  monitor 
remaining  appropriation  authority  for  agencies  periodically 
throughout  the  fiscal  year.   This  enables  the  budget  analysts  to 
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determine  whether  appropriations  are  adequate  to  fund  programs 
for  the  biennium.   If  financial  information  is  not  properly 
recorded  on  the  accounting  records,  budget  analysts  cannot 
adequately  assist  agencies  or  predict  future  funding  needs,  and 
the  legislature,  department  management,  and  other  state  officials 
cannot  make  informed  decisions,  since  the  information  recorded 
on  the  state's  accounting  records  is  not  accurate  and  complete. 

In  the  previous  two  audits  of  the  department  we  noted  concerns 
with  the  department's  method  of  recording  expenditures.   Again 
in  the  current  audit,  we  noted  the  department  has  not  established 
adequate  procedures  to  efficiently  record  its  expenditures.   As 
noted  in  the  following  paragraphs,  the  procedures  used  by  the 
department  result  in  excessive  time  spent  by  staff  tracking  and 
transferring  expenditures  to  the  appropriate  funding  source  and 
a  significant  risk  that  expenditures  will  not  be  recorded  in  the 
proper  fund.   Many  of  the  issues  we  noted  could  have  been 
detected  through  monitoring  of  the  budget  by  the  department 
throughout  the  fiscal  year  and  recording  expenditures  under  the 
correct  funding  source  at  the  time  they  are  originally  made. 


Proper  Recording  of  The  department  receives  moneys  from  state,  federal,  and  county 

Expenditures  governments  to  fund  its  programs.   Many  of  the  programs  it 

administers  are  funded  by  a  combination  of  these  sources.   In  the 
previous  two  audit  reports,  we  recommended  the  department 
establish  procedures  to  allow  for  proper  initial  recording  of 
expenditures  to  alleviate  transferring  expenditures  between 
funds.  The  department  concurred  with  our  recommendations; 
however,  during  the  current  audit  we  noted  the  same  concern. 

Section  17-2-108,  MCA,  states  the  department,  "shall  apply 
expenditures  against  non-General  Fund  money  whenever 
possible  before  using  General  Fund  appropriations."   During 
testing  we  noted  the  following  instances  in  which  the  department 
used  state  General  Fund  moneys  to  temporarily  fund  expendi- 
tures which  were  the  responsibility  of  the  federal  or  state  special 
revenue  funds. 

The  department  receives  reimbursement  monthly  for  the 
school  foods  program  at  PHS.   We  noted  PHS  expenditures 
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totalling  $117,587  and  $110,868  in  fiscal  years  1991-92  and 
1992-93,  respectively,  were  initially  recorded  in  the 
General  Fund  and  not  transferred  to  the  Special  Revenue 
Fund  until  fiscal  year-end.   Since  the  funding  source  is 
available  throughout  the  fiscal  year,  the  department  should 
obtain  an  inter-entity  loan  and  initially  record  the  expendi- 
tures in  the  Special  Revenue  Fund. 

The  department  receives  $271,396  each  fiscal  year  from  the 
federal  government  for  administrative  costs  of  the  Child 
Welfare  Services  Program.  The  department  receives  a 
portion  of  the  federal  funds  at  the  end  of  each  quarter. 
The  department  initially  records  the  administrative  costs  in 
the  General  Fund.   During  fiscal  year  1991-92,  the  depart- 
ment transferred  expenditures  to  the  federal  funding  source 
on  a  quarterly  basis.   In  fiscal  year  1992-93,  the  department 
did  not  transfer  expenditures  to  the  federal  funding  source 
until  April  1993  and  again  at  fiscal  year-end  1992-93. 
Department  personnel  stated  they  overlooked  transferring 
the  expenditures  to  the  federal  funding  source.   The 
department  should  obtain  an  inter-entity  loan  and  initially 
record  the  expenditures  in  the  proper  fund. 

The  Bureau  of  Indian  Affairs  (BIA)  pays  the  share  of  Title 
IV-E  Foster  Care  costs  for  Indian  children  not  covered  by 
the  U.S.  Department  of  Health  and  Human  Services.   The 
department  received  authority  to  expend  BIA  funds  through 
a  budget  amendment.   In  fiscal  year  1991-92,  the  depart- 
ment received  more  revenue  from  the  BIA  than  the  depart- 
ment's appropriation  authority.   In  order  to  spend  the 
revenue  the  department  needed  to  increase  its  appropriation 
authority.   Instead  of  requesting  an  increase  in  appropri- 
ation authority,  the  department  charged  approximately 
$63,000  of  expenditures  to  another  appropriation.   Accord- 
ing to  department  personnel,  the  money  was  received  in 
May  of  1992  and  there  was  not  sufficient  time  to  obtain  a 
budget  amendment  in  order  to  expend  the  funds  from  the 
proper  appropriation.   The  department  could  have  antici- 
pated the  shortfall  in  appropriation  authority,  based  on  the 
number  of  Indian  children  in  the  foster  care  program,  and 
requested  the  additional  appropriation  authority  early  in 
fiscal  year  1991-92. 

Section  41-5-523(4),  MCA,  states  "The  youth  court  may 
order  a  youth  to  receive  a  medical  or  psychological 
evaluation.  .  .   The  county  determined  by  the  court  as  the 
residence  of  the  youth  is  responsible  for  the  cost  of  the 
evaluation."  The  department  initially  records  the  evaluation 
expenditures  in  the  General  Fund.   When  the  revenue  is 
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collected  from  the  county  the  expenditures  are  moved  to 
the  Special  Revenue  Fund.   We  noted  the  department 
collected  and  recorded  in  the  Special  Revenue  Fund  approxi- 
mately $15,000  and  $25,000  for  evaluations  in  fiscal  years 
1991-92  and  1992-93,  respectively.  The  department  should 
have  recorded  the  expenditures  and  related  revenue  in  the 
same  fund.  According  to  department  personnel,  they 
attempted  to  obtain  a  budget  amendment  in  order  to  spend 
the  non-General  Fund  moneys  first  and  OBPP  denied 
authorization  to  have  the  non-General  Fund  moneys  pick 
up  the  evaluation  costs.   However,  the  department  could  not 
provide  us  with  documentation  of  the  budget  amendment 
request  or  OBPP's  denial. 

We  noted  instances  at  each  fiscal  year-end  where  adminis- 
trative costs  were  moved  from  the  General  Fund  to  the 
Special  Revenue  Fund.   In  most  instances  the  transfer  of 
expenditures  did  not  occur  until  the  General  Fund  appro- 
priations went  negative.  The  only  support  for  the  transfers 
were  Statewide  Budgeting  and  Accounting  System  (SBAS) 
reports  showing  negative  General  Fund  appropriations.   The 
expenditures  were  legitimate  costs  of  either  the  General 
Fund  or  the  federal  Special  Revenue  Fund.   In  order  to 
spend  non-General  Fund  money  first  as  required  by  law, 
the  department  should  initially  record  the  expenditures  in 
the  Special  Revenue  Fund. 

--      We  noted  one  federal  grant  where  the  federal  appropriation 
was  not  charged  for  administrative  costs  until  fiscal  year- 
end  1992-93.   The  federal  administrative  costs  were  paid  by 
the  General  Fund  until  the  transfer  was  made.   When  the 
General  Fund  appropriation  went  negative,  department 
personnel  transferred  approximately  $42,000  of  expendi- 
tures to  the  federal  Special  Revenue  Fund.   Once  the 
federal  expenditures  were  properly  recorded  on  SBAS,  the 
funds  were  requested  from  the  federal  government. 

We  noted  one  instance  where  the  percentage  of  funding  was 
established  incorrectly  on  SBAS  for  the  General  Fund  and 
federal  Special  Revenue  Fund.   As  a  result,  the  General 
Fund  incurred  approximately  $15,000  of  expenditures  in 
fiscal  year  1992-93  that  should  have  been  charged  to  the 
federal  Special  Revenue  Fund.   Department  personnel 
corrected  the  overcharge  in  the  General  Fund  in  fiscal  year 
1993-94,  and  requested  the  federal  reimbursement  after  we 
brought  the  issue  to  their  attention. 

In  order  to  allow  for  the  proper  initial  recording  of  expenditures, 
the  department  should  utilize  features  established  in  the  state's 
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accounting  system.   For  example,  the  state's  accounting  system 
will  automatically  divide  expenditures  between  funding  sources 
based  on  pre-established  criteria  Submitted  by  the  department. 


Recommendation  #1 

We  recommend  the  department: 

A.  Ensure  the  proper  funding  source  is  charged  initially 
throughout  the  fiscal  year. 

B.  Obtain  and  use  inter-entity  loans  when  a  delay  In 
reimbursement  occurs. 


Inter-Entity  Loan 
Obtained  Without  Suffi- 
cient Repayment  Source 


According  to  department  personnel,  PHS's  operating  budget  was 
established  assuming  federal  boarders  would  attend  the  school 
and  the  school  would  be  reimbursed  for  the  cost  of  their  care. 
During  fiscal  year  1991-92,  only  one  federal  boarder  attended 
PHS.  The  department  was  entitled  to  federal  reimbursement  of 
approximately  $7,000  for  the  federal  boarder  housed  at  PHS 
during  fiscal  year  1991-92.   PHS  had  remaining  appropriation  . 
authority  for  federal  boarders  in  the  federal  Special  Revenue 
Fund,  since  the  number  of  federal  boarders  attending  PHS  was 
less  than  the  number  anticipated  when  the  budget  was  prepared. 


At  fiscal  year-end  1991-92,  the  PHS  General  Fund  appropriation 
went  negative.   The  department  transferred  $54,220  of  expendi- 
tures from  the  General  Fund  to  the  federal  Special  Revenue 
Fund  (federal  boarder  account)  to  avoid  overspending  the 
General  Fund  appropriation.   Transferring  these  expenditures 
caused  a  negative  cash  balance  in  the  Special  Revenue  Fund. 
The  department  obtained  an  inter-entity  loan  of  $54,000  from 
the  Department  of  Administration,  Accounting  Bureau,  on  the 
pretense  the  loan  was  to  cover  costs  until  federal  boarder  income 
was  received  from  the  federal  government. 
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Section  17-2-107(2),  MCA,  states  when  the  expenditure  of  an 
appropriation  from  a  fund  is  necessary  and  the  cash  balance  in 
the  accounting  entity  from  which  the  appropriation  was  made  is 
insufficient,  the  department  of  administration  may  authorize  a 
temporary  loan  if  there  is  reasonable  evidence  that  the  income 
will  be  sufficient  to  repay  the  loan.  Since  the  department  was 
not  entitled  to  reimbursement  from  the  federal  government,  the 
inter-entity  loan  was  obtained  under  false  pretenses. 

Department  personnel  stated  a  General  Fund  supplemental 
appropriation  was  later  obtained  to  repay  the  inter-entity  loan. 
In  the  department's  response  to  our  interim  audit  communication 
dated  April  15,  1993,  department  officials  stated  the  inter-entity 
loan  was  repaid  in  full  as  of  May  26,  1993.   However,  we  noted 
the  inter-entity  loan  was  still  outstanding  as  of  December  1993. 
According  to  department  personnel,  they  are  having  trouble 
repaying  the  loan,  since  the  supplemental  was  obtained  from  the 
General  Fund  and  the  inter-entity  loan  is  recorded  in  the  Special 
Revenue  Fund.   Department  personnel  stated  they  were  working 
with  Department  of  Administration,  Accounting  Bureau  to 
resolve  the  issue. 


Recommendation  #2 

We  recommend  the  department  obtain  inter-entity  loans 
only  when  there  is  sufficient  revenue  source  to  repay  them 
in  compliance  with  state  law. 


Special  Revenue  Fund  The  department  maintains  a  federal  special  revenue  account  to 

Balances  record  activity  related  to  its  federal  programs.   At  fiscal  year- 

end  1992-93,  this  account  had  an  ending  fund  balance  of 
$3,413,679.   Its  largest  programs  are  Foster  Care  (CFDA 
#93.020,  93.645,  93.658,  93.674)  and  Aging  (CFDA  #93.633, 
93.635,  93.668).   The  majority  of  the  moneys  are  provided  by  the 
U.S.  Department  of  Health  and  Human  Services.  This  federal 
special  revenue  account  has  not  had  a  zero  fund  balance  since 
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the  department  was  created  in  fiscal  year  1987-88.   Also  at  fiscal 
year-end  1992-93,  the  department  had  seven  other  accounts  in 
its  Special  Revenue  Fund  with  negative  ending  fund  balances 
totalling  $102,854. 

State  policy  requires  that  federal  funds  expended  equal  federal 
revenue  in  this  account  which  should  result  in  a  zero  fund 
balance.   A  federal  account  with  a  fund  balance  may  indicate  a 
valid  expenditure  was  not  accrued,  federal  funds  were  received 
but  not  earned  as  of  fiscal  year-end,  the  initial  expenditure  was 
recorded  in  another  fund  and  the  expenditure  was  not  moved  to 
the  proper  fund  when  the  revenue  was  received,  or  federal 
reimbursement  was  not  recorded  in  the  fund  where  the  costs 
were  incurred. 

We  requested  the  department  analyze  the  fund  balances  and 
determine  the  reasons  for  the  inappropriate  balances.   Depart- 
ment personnel  stated  it  appeared  as  if  revenue  was  overaccrued, 
causing  the  fund  balance  to  increase;  however,  the  department 
was  unable  to  reconcile  the  accounts  as  of  December  1993. 

In  the  previous  two  audits  of  the  department  we  issued  a  quali- 
fied opinion  on  its  financial  schedules.   The  current  audit 
contains  an  adverse  opinion  on  the  department's  financial 
schedules.  These  opinions  resulted  from  significant  accounting 
errors  which  could  contribute  to  the  inappropriate  fund  balances. 

Since  the  department  was  unable  to  identify  the  cause  for  the 
inappropriate  fund  balances,  it  was  not  practical  for  us  to  deter- 
mine the  dollar  effect  on  revenue,  expenditures,  assets,  and 
liabilities  recorded  on  the  department's  financial  records.   The 
department  should  analyze  these  accounts  and  resolve  the  fund 
balance  issues. 
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Recommendation  #3 

We  recommend  the  department  ensure  its  Special  Revenue 
Fund  accounts  are  reconciled  and  fund  balances  are  correct 
at  the  end  of  each  fiscal  year. 


Approved  Operating  The  Office  of  Budget  and  Program  Planning  (OBPP)  approves 

Budget  operating  budgets  for  executive  branch  agencies.   For  the 

department,  operating  budgets  are  approved  for  each  program 
detailed  by  the  categories  of  personal  services,  operating 
expenses,  equipment  and  intangible  assets,  grants,  and  benefits 
and  claims.   The  department  is  required  to  record  the  operating 
budget  and  any  approved  changes  on  SBAS.  The  department  did 
not  properly  record  approximately  $600,000  in  approved  budget 
changes  on  SBAS  in  each  of  fiscal  years  1991-92  and  1992-93  as 
required  by  state  law.   According  to  department  personnel, 
allocating  some  of  the  approved  budget  changes  was  overlooked. 
By  not  allocating  the  approved  budget  changes  to  the  above 
categories,  the  potential  exists  to  overspend  authorized  budget 
categories. 

Section  17-7-138,  MCA,  states  "Expenditures  by  a  state  agency 
must  be  made  in  substantial  compliance  with  an  operating 
budget  approved  by  an  approving  authority.  Substantial  compli- 
ance means  that  a  first-level  category  in  the  operating  budget 
may  not  be  exceeded  by  more  than  5  percent."   We  noted 
expenditures  in  the  community  and  protective  services  program 
exceeded  the  approved  operating  budget  by  more  than  5  percent 
for  one  of  the  established  categories  during  fiscal  years  1991-92 
and  1992-93.   In  fiscal  year  1991-92,  operating  and  grant 
expenditures  exceeded  the  approved  operating  budget  by 
approximately  146  percent  and  114  percent,  respectively.   In 
fiscal  year  1992-93,  personal  services  expenditures  exceeded  the 
approved  operating  budget  by  19.2  percent.  Total  expenditures 
did  not  exceed  appropriation  authority  in  either  of  the  two  fiscal 
years.   Department  personnel  used  an  interim  SBAS  report  to 
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determine  the  category's  by  program  were  not  overspent;  how- 
ever, a  SBAS  document  must  have  processed  after  the  report  was 
obtained. 


In  the  previous  two  audit  reports,  we  recommended  the  depart- 
ment establish  procedures  to  ensure  expenditures  do  not  exceed 
the  approved  operating  budgets  and  approved  budget  changes 
are  properly  allocated  on  SBAS.   The  department  concurred  with 
our  recommendations;  however,  during  the  current  audit  we 
again  noted  problems  in  this  area.   The  need  for  the  department 
to  establish  adequate  procedures  in  order  to  comply  with  state 
law  still  exists.   Department  officials  stated  they  monitor 
authority  based  on  total  appropriations.   By  gaining  a  thorough 
understanding  of  appropriation  laws  and  properly  monitoring  its 
budgets,  the  department  could  avoid  exceeding  approved  operat- 
ing budgets. 


Recommendation  #4 

We  recommend  the  department: 

A.  Record  approved  operating  budget  changes  on  SBAS 
in  accordance  with  state  law. 

B.  Monitor  program  expenditure  activity  to  ensure 
compliance  with  appropriation  laws. 


Accuracy  of  Accounting 
Records 


State  law  requires  transactions  entered  on  the  state's  accounting 
system  be  recorded  in  accordance  with  Generally  Accepted 
Accounting  Principles  (GAAP).   The  Department  of  Administra- 
tion, Accounting  Bureau,  has  adopted  state  accounting  policies 
which  comply  with  GAAP.   Accounting  for  financial  activity  in 
accordance  with  these  requirements  improves  the  quality,  consis- 
tency and  comparability  of  the  resulting  financial  information 
among  state  agencies.   It  also  ensures  that  revenue  and 
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expenditures  are  properly  and  consistently  measured  within  each 
fiscal  year. 


Recording  Revenue  and 
Expenditure  Activity 


State  law  and  accounting  policy  require  that  at  fiscal  year-end 
each  state  agency  ensure  all  revenue  and  expenditures  are 
properly  recognized.   State  policy  requires  revenue  be  recognized 
in  the  period  in  which  it  is  both  measurable  and  available.  State 
policy  also  requires  expenditures  be  recorded  for  most  valid 
obligations.   An  expenditure  is  a  valid  obligation  in  the  period 
incurred  or  if  a  purchase  order  or  service  contract  is  outstanding 
at  fiscal  year-end.   The  legislature,  through  passage  of  appropri- 
ation acts,  attempts  to  control  and  monitor  the  spending  of 
government  agencies.   Appropriations  are  used  to  establish  the 
maximum  amount  that  may  be  disbursed  for  a  particular  purpose 
during  a  specified  period  of  time.   Generally,  unexpended 
appropriations  lapse  at  the  end  of  a  fiscal  year. 


In  the  two  previous  audit  reports,  we  noted  concerns  with  the 
department's  recording  of  revenue  and  expenditure  activity. 
During  the  current  audit,  we  noted  the  following  instances  where 
the  department  did  not  comply  with  state  law  and  accounting 
policies  relating  to  the  proper  recording  of  revenues  and  expen- 
ditures on  the  accounting  records. 

—     The  department  charged  $1,042,213  of  fiscal  year  1991-92 
in-patient  and  residential  psychiatric  care  expenditures  to 
fiscal  year  1992-93  appropriations.   Department  personnel 
stated  fiscal  year  1991-92  was  the  first  year  of  this  activity 
and  the  department  overlooked  establishing  accruals  at 
fiscal  year-end  1991-92.   Department  personnel  also  stated 
there  was  not  sufficient  appropriation  authority  remaining 
from  fiscal  year  1991-92  to  record  these  expenditures  in  the 
proper  fiscal  year. 

The  department  charged  $710,125  of  Child  Care  Assistance 
Block  Grant  fiscal  year  1992-93  expenditures  to  fiscal  year 
1991-92  appropriations  using  a  prior  year  expenditure 
adjustment.   The  department  also  recorded  $640,000  of 
fiscal  year  1992-93  revenue  to  fiscal  year  1991-92  using  a 
prior  year  account.   Department  personnel  stated  there  was 
appropriation  authority  remaining  from  fiscal  year  1991-92, 
therefore,  they  believed  the  legislature  wanted  them  to  use 
up  that  appropriation  authority  prior  to  using  the  fiscal  year 
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1992-93  appropriation.   The  fiscal  year  1991-92  appropria- 
tion authority  was  not  established  as  continuing. 

The  department  receives  funds  for  the  Developmentally 
Disabled  Targeted  Case  Management  (DDTCM)  program 
administered  by  the  Department  of  Social  and  Rehabilita- 
tion Services  (SRS).   At  fiscal  year-end  1991-92,  the 
department  accrued  "transfers  in"  of  approximately 
$590,000  more  than  it  should  have  for  the  DDTCM  pro- 
gram.  According  to  department  personnel,  the  accrual  was 
based  on  remaining  appropriation  authority  at  SRS.  This 
activity  was  recorded  as  non-budgeted  even  though  it  was 
included  in  the  department's  budget. 

At  fiscal  year-end  1992-93,  the  department  accrued 
$321,647  more  revenue  than  it  should  have  for  the  aging 
program.   Department  personnel  stated  the  revenue  accrual 
was  based  on  expenditures  recorded  on  SBAS.   After  the 
revenue  accrual  was  established,  the  department  realized 
$321,647  of  fiscal  year  1993-94  expenditures  were  recorded 
in  fiscal  year  1992-93.  The  department  properly  trans- 
ferred these  expenditures  to  fiscal  year  1993-94;  however, 
the  revenue  accrual  was  not  adjusted. 

Department  personnel  transfer  foster  care  expenditures 
from  the  General  Fund  and  the  federal  Special  Revenue 
Fund  to  the  state  Special  Revenue  Fund  for  payments 
received  from  responsible  third  parties  to  help  pay  the 
foster  care  costs.   At  fiscal  year-end  1992-93,  the  depart- 
ment reduced  foster  care  expenditures  of  approximately 
$220,000  accrued  in  the  General  Fund  and  federal  Special 
Revenue  Fund  that  were  to  be  reimbursed  by  third  party 
contributions.   These  expenditures  were  never  accrued  in 
the  state  Special  Revenue  Fund  account  which  records 
activity  for  third  party  contributions.   Department  person- 
nel stated  the  expenditures  were  not  transferred  to  the  state 
Special  Revenue  Fund  since  remaining  appropriation 
authority  was  not  sufficient. 

The  following  table  summarizes  the  misstatements  resulting  from 
the  items  noted  in  this  report  section. 
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Table  2 

Account 

ng  Record  Misstatements 

Fiscal  Year 

Fiscal  Year 

Fund/ Item 

1991-92 

1992-93 

over(under)stated 

over(under)stated 

General  Fund 

Expenditures 

$(1,042,213) 

$1,042,213 

Scecial  Revenue  Fund 

Revenues/Transfers  In 

590,000 

(538,353) 

Expenditures 

(930.125) 

Prior  Year  Revenue 

Adjustment 

640,000 

Prior  Year  Expenditure 

Adjustment 

710,125 

Fund  Balance 

590,000 

321,647 

Source:  Conpiled  by  the  Office  of  the  Legis 

lative  Auditor. 

Most  of  the  issues  discussed  above  result  from  human  error  and  a 
lack  of  knowledge  of  state  law  and  accounting  policy.  The 
department  is  responsible  for  all  of  the  financial  information 
recorded  on  its  accounting  records.   The  department's  accounting 
personnel  should  perform  the  necessary  review  to  ensure  infor- 
mation recorded  is  accurate  and  complete.   The  department 
should  establish  procedures  which  ensure  all  expenditure  and 
revenue  transactions  are  properly  recorded  on  the  state's 
accounting  records. 

As  previously  noted,  the  information  recorded  on  the  state's 
accounting  records  is  used  by  the  OBPP  for  monitoring  depart- 
ment budgets.   This  information  is  also  used  by  the  department 
to  prepare  budgets  which  are  presented  to  the  legislature.   If  the 
information  on  the  state's  accounting  system  is  incorrect,  depart- 
ment budgets  may  also  be  incorrect.  Several  of  the  errors  noted 
above  contributed  to  the  issuance  of  an  adverse  opinion  on  page 
A-3  the  department's  financial  schedules. 
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Recommendation  #5 

We  recommend  the  department  establish  procedures  to 
ensure  revenue  and  expenditures  are  properly  recorded  in 
accordance  with  state  law  and  policy. 


Completeness  of  Account-  The  department  is  responsible  for  ensuring  the  completeness  and 

ing  Records  accuracy  of  its  accounting  records.   During  fiscal  year  1992-93, 

the  department  recorded  approximately  100,000  transactions  on 
SBAS.  The  Department  of  Administration,  Accounting  Bureau, 
provides  agencies  with  a  daily  report  of  all  transactions  recorded 
on  the  accounting  records.   State  accounting  policy  states, 
".  .  .  the  SBAS  daily  transaction  report  should  be  reconciled  with 
the  agency  document  numbering  log.   This  review  should  be  per- 
formed daily  and  should  be  documented  by  a  signature  and  date 
on  the  document  log."   We  noted  in  the  previous  two  audits  the 
department  did  not  use  the  daily  report  or  follow  the  state 
policy. 

Department  officials  concurred  with  our  prior  audit  recommen- 
dations but  did  not  fully  implement  them.   During  our  current 
audit  we  noted  department  personnel  compare  the  daily  trans- 
action report  to  the  document  logs  when  time  permits.   The 
procedures  used  by  the  department  identify  documents  not  listed 
on  the  log  but  do  not  ensure  information  contained  on  the  docu- 
ment is  authorized,  accurate,  and  complete. 

As  a  result,  the  department  does  not  have  a  system  to  ensure  all 
its  transactions  are  input,  processed,  and  recorded  correctly  on 
SBAS.   In  addition,  it  does  not  ensure  all  transactions  recorded 
on  SBAS  represent  financial  activity  of  the  department.   Since 
the  department  allows  the  Departments  of  Social  and  Rehabilita- 
tion Services,  Commerce,  State  Lands,  and  Administration  to 
input  documents  on  its  accounting  records,  the  importance  of 
this  review  is  increased.   If  the  department  complied  with  the 
daily  transaction  report  reconciliation  policy,  it  would  help 
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ensure  all  transactions  were  input  correctly,  processed,  and 
represent  financial  activity  of  the  department. 


Recommendation  #6 

We  recommend  the  department  review  the  daily  transaction 
listing  to  ensure  information  recorded  on  SBAS  is  autho- 
rized, accurate,  and  complete. 


Authorization  to  Record  The  Department  of  Administration  established  the  on-line  entry 

Transactions  on  SBAS  and  edit  (OE&E)  system  for  state  agencies  to  record  transactions 

on  the  state's  accounting  system.   The  Department  of  Admini- 
stration, Accounting  Bureau,  provides  agencies  with  a  listing  of 
individuals  authorized  to  input  transactions  to  its  accounting 
records. 

During  the  audit,  we  noted  one  individual  was  authorized  to 
enter,  approve,  and  correct  transactions  on  SBAS,  when  the 
department  only  wanted  the  individual  to  enter  transactions. 
According  to  department  personnel,  the  individual  was  assigned 
a  user  identification  number  that  had  previously  been  assigned  to 
a  management  employee  who  was  no  longer  employed  by  the 
department.   Department  personnel  did  not  know  who  was 
responsible  for  reviewing  and  updating  OE&E  authorizations. 
When  we  brought  this  issue  to  the  department's  attention,  appro- 
priate action  was  taken  to  limit  the  individuals  access  to  OE&E. 


Recommendation  #7 


We  recommend  the  department  review  and  assign  staff 
duties  to  provide  appropriate  control  over  transactions 
processed  on  SBAS. 


Page  19 


Findings  and  Recommendations 


Property,  Plant,  and 
Equipment 


The  state  maintains  a  Property  Accountability  Management 
System  (PAMS).   This  system  allows  agencies  to  manage  and 
account  for  the  state's  investment  in  fixed  assets.  The  purpose 
of  PAMS  is  to  establish  accountability  and  facilitate  control  and 
safeguarding  of  fixed  assets.   We  reported  problems  in  the 
department's  accounting  for  fixed  assets  in  our  last  two  audit 
reports.   The  department  concurred  with  our  recommendations 
related  to  recording  fixed  assets  in  each  of  those  audit  reports. 
During  fiscal  year  1991-92,  department  personnel  started  a 
project  to  correct  problems  noted  during  previous  audits  and 
ensure  fixed  assets  were  recorded  on  PAMS  in  accordance  with 
state  policy.   However,  the  project  was  not  completed  by  fiscal 
year-end  1992-93.    As  a  result,  the  amounts  recorded  for  fixed 
assets  on  the  state's  accounting  records  for  fiscal  years  1991-92 
and  1992-93  are  incorrect. 


In  the  previous  audit  report,  we  noted  the  department  recorded 
equipment  transferred  from  SRS  on  PAMS  as  one  property 
number.   The  department  also  recorded  equipment  purchased  in 
fiscal  years  1987-88,  1988-89,  and  1989-90  under  one  property 
number  for  each  fiscal  year.   It  is  important  to  assign  a  separate 
property  number  to  each  piece  of  equipment  so  information 
related  to  cost,  location,  and  property  type  can  be  tracked.   In 
fiscal  year  1991-92,  department  personnel  removed  the  equip- 
ment which  was  recorded  under  one  property  number  with  the 
intention  of  evaluating  each  item  and,  if  necessary,  reentering 
the  item  on  PAMS  at  the  proper  cost. 

Department  personnel  stated  inventory  listings  were  sent  to  each 
of  the  regions  and  youth  evaluation  program  in  May  1993.  The 
inventory  lists  were  to  be  updated  and  returned  to  the  central 
office  in  order  to  update  PAMS  and  ensure  equipment  was 
recorded  in  accordance  with  state  accounting  policy.    According 
to  department  personnel,  equipment  with  a  unit  cost  of  $1,000  or 
more,  and  all  computer  equipment,  should  be  recorded  on 
PAMS.   As  of  December  1993  PAMS  had  not  been  updated  for 
the  results  of  inventory  updates.   In  addition,  we  reviewed 
department  inventory  files  and  noted  two  invoices  for  equipment 
totalling  $32,250  which  were  not  recorded  on  PAMS  as  of  fiscal 
year-end  1992-93.   Department  personnel  stated  due  to  time 
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constraints  they  have  been  unable  to  ensure  all  equipment  is 
properly  recorded  on  PAMS. 

We  reviewed  the  June  30,  1993  PAMS  listing  of  all  assets 
recorded  for  the  department.   We  noted  20  items  totalling 
$21,781  which  were  incorrectly  input  on  PAMS.   All  of  the  items 
were  input  with  incorrect  decimal  points.   As  a  result,  the  items 
were  recorded  on  PAMS  as  $2,178,100,  resulting  in  an  overstate- 
ment of  assets  by  more  than  $2.1  million.   PAMS  documents  are 
prepared  by  the  department  and  keypunched  by  the  Department 
of  Administration,  Accounting  Bureau.   The  department  receives 
monthly  reports  for  PAMS  items  added  or  deleted.   The  depart- 
ment should  review  the  PAMS  listing  generated  to  ensure  all 
information  was  accurately  input. 

At  fiscal  year-end  1992-93  assets  are  misstated  on  SBAS  and 
PAMS  due  to  the  errors  noted  in  the  preceding  paragraphs.   It 
was  not  efficient  for  us  to  determine  all  under  or  over  misstate- 
ments because  the  department  had  not  yet  completed  recording 
all  equipment  on  PAMS  and  SBAS  for  those  items  previously 
recorded  under  one  property  number. 


Recommendation  #8 

We  recommend  the  department  continue  to  develop  and 
implement  procedures  to  ensure  fixed  assets  are  properly 
recorded  on  the  state's  property  accounting  records. 


Internal  Control  Department  management  is  responsible  for  establishing  and 

maintaining  a  system  of  internal  control.   The  system  should 
provide  management  with  reasonable  assurance  that  resources  are 
safeguarded  against  waste,  loss  and  misuse.   The  following 
sections  discuss  areas  where  the  department  could  improve  its 
control  system. 
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Segregation  of  Duties  State  accounting  policy  requires  no  one  person  perform  incom- 

patible functions.   The  policy  further  recommends  the  responsi- 
bilities of  recordkeeping,  authorization,  operations  and  custo- 
dianship be  separated.    In  our  two  previous  audit  reports  to  the 
department  we  have  recommended  the  department  adequately 
segregate  duties  of  personnel.   In  each  of  the  reports,  the  depart- 
ment concurred  with  our  recommendation  and  stated  procedures 
would  be  implemented.   During  our  current  audit  we  noted  the 
following  concerns  with  segregation  of  duties  at  PHS. 

The  school's  budgeted  personal  services  expenditures  for 
fiscal  year  1992-93  were  approximately  $3.5  million.    Dur- 
ing our  review  of  the  school's  payroll  procedures,  we  noted 
the  employee  responsible  for  entering  payroll  information 
on  the  payroll  system  has  access  to  the  pre-payroll  after  it 
has  been  approved.   As  a  result,  the  potential  exists  that 
alterations  could  be  made  to  the  payroll  after  the  approval 
and  not  be  detected. 

The  school's  canteen  purchased  $12,675  and  $6,638  of 
goods  for  resale  in  fiscal  years  1991-92  and  1992-93, 
respectively.   During  our  review  of  the  canteen  we  noted 
one  employee  is  responsible  for  ordering  merchandise, 
recording  inventory  sales  and  receipts,  taking  a  monthly 
inventory  count,  and  making  adjustments  to  inventory. 
This  combination  of  duties  places  the  employee  in  a  posi- 
tion to  perpetrate  and  conceal  errors  or  irregularities  in  the 
normal  course  of  the  employee's  duties.   PHS  personnel 
noted  there  is  only  one  employee  assigned  to  work  the 
canteen.   Proper  controls  would  dictate  that  other 
employees  of  the  school  should  be  assigned  to  complete  the 
inventory  counts,  record  the  sales  and  receipts,  or  make 
adjustments  to  inventory. 

Employees  at  PHS's  warehouse  perform  the  purchasing  for 
the  school.   We  noted  one  individual  is  in  charge  of  order- 
ing food,  recording  receipt  and  use  of  the  food,  and  posting 
adjustments  to  food  inventory.   In  addition,  this  employee 
demonstrated  to  us  several  ways  adjustments  could  be  made 
to  the  inventory  system  without  any  trail  the  adjustment 
ever  occurred. 

PHS  maintains  a  custodial  cash  account  for  money  received 
and  disbursed  on  behalf  of  the  school's  residents.   During 
our  review  of  resident  accounts  procedures,  we  noted  one 
employee  is  responsible  for  opening  the  student's  mail. 
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preparing  receipts  for  money  received,  and  posting  the 
information  to  the  resident's  account.   Checks  received  by 
this  individual  are  not  restrictively  endorsed  upon  initial 
receipt  as  required  by  state  policy.   The  checks  are 
restrictively  endorsed  by  another  employee  when  preparing 
the  deposit  ticket.   The  second  employee  also  reconciles  the 
resident  accounts  on  a  monthly  basis. 

According  to  school  personnel,  PHS  has  established 
procedures  to  have  the  reconciliations  reviewed  and 
approved  by  someone  other  than  the  preparer  to  compensate 
for  the  lack  of  segregation.   In  order  to  compensate  for  the 
inadequate  segregation  of  duties,  the  level  and  timeliness  of 
the  review  is  very  important.   During  our  review  of  the 
reconciliations  we  noted  that  the  last  reconciliation  which 
had  been  reviewed  and  approved  was  eight  months  prior  to 
our  audit. 

We  noted  similar  weaknesses  in  internal  controls  at  MVS  in 
our  audit  report  dated  May  1990.   Due  to  those  weaknesses 
in  internal  control,  we  found  $8,300  was  misappropriated 
from  MVS. 

PHS  personnel  noted  there  is  limited  staff  available  to  adequately 
segregate  duties.    However,  if  duties  were  allocated  differently 
between  existing  staff,  controls  could  be  improved. 

In  March  1993,  we  communicated  the  concerns  noted  above  to 
the  department.   The  department  stated  procedures  were  changed 
based  on  our  concerns  in  order  to  segregate  duties  to  the  extent 
possible  with  available  resources.   We  followed  up  with  PHS  to 
determine  if  the  changes  were  made  as  noted  in  the  department's 
response  and  determined  some  of  the  changes  had  not  been 
implemented  as  of  December  1993. 


Recommendation  #9 

We  recommend  the  department  adequately  segregate  duties 
of  personnel  responsible  for  payroll  processing  and  resident 
account,  canteen,  and  warehouse  activities. 
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SBAS  and  Data  Base  The  department  administers  the  foster  care  program  (CFDA 

Reconciliation  #93.645,  #93.652,  and  #93.658).   It  uses  a  data  base  developed 

and  maintained  by  the  Department  of  Social  and  Rehabilitation 
Services  to  summarize  services  provided  and  payments  made  on 
behalf  of  foster  care  children.   The  department  recorded  approx- 
imately $15.5  million  of  foster  care  benefits  paid  during  fiscal 
year  1992-93  on  the  data  base.   On  a  weekly  basis,  SBAS  is 
updated  using  a  magnetic  tape  with  the  financial  activity 
recorded  on  the  data  base  and  state  warrants  are  generated  for 
payment  to  foster  care  providers.   We  noted  in  our  audit  report 
of  the  department  dated  May  1990  that  a  reconciliation  of  SBAS 
and  the  data  base  was  not  performed  for  either  fiscal  year-end 
1987-88  or  1988-89.   During  fiscal  years  1989-90  and  1990-91 
the  department  implemented  procedures  and  performed  a  recon- 
ciliation for  each  fiscal  year-end.   During  the  current  audit,  a 
reconciliation  was  performed  for  fiscal  year-end  1991-92. 
However,  the  department  did  not  complete  a  reconciliation  of 
SBAS  and  the  data  base  for  fiscal  year-end  1992-93.   We  noted 
the  SBAS  and  the  data  base  financial  information  differed  by 
$744,610  at  fiscal  year-end  1992-93. 

Department  personnel  stated  the  fiscal  year-end  1992-93  recon- 
ciliation was  not  performed  due  to  time  constraints.   In  addition, 
department  personnel  stated  the  difference  at  fiscal  year-end  is 
largely  due  to  the  timing  of  when  activity  is  recorded  on  each 
system  and  the  recording  of  accruals.   Since  the  department  did 
not  perform  a  reconciliation  at  fiscal  year-end,  it  could  not 
support  the  actual  difference.   Department  personnel  completed 
a  partial  reconciliation  for  fiscal  year  1992-93  in  December  1993 
after  our  inquiry  concerning  the  reconciliation.   However,  a 
$77,573  unreconciled  difference  still  exists. 

Section  17-1-102(5),  MCA,  provides  "all  state  agencies  .  .  .  shall 
input  all  necessary  transactions  to  the  accounting  system  .  .  . 
before  the  accounts  are  closed  at  the  end  of  the  fiscal  year  in 
order  to  present  the  receipt,  use,  and  disposition  of  all  money 
and  property  for  which  the  agency  is  accountable  in  accordance 
with  GAAP."  SBAS  has  been  designated  as  the  state's  accounting 
system.   The  department  should,  on  a  timely  basis,  reconcile 
SBAS  and  the  data  base  for  each  fiscal  year  to  ensure 
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information  recorded  on  each  system  is  complete  and  accurate. 
The  department  could  complete  a  reconciliation  periodically 
during  the  fiscal  year  (i.e.  monthly  or  quarterly).   This  could 
decrease  the  amount  of  time  spent  on  the  reconciliation  for  each 
fiscal  year,  since  differences  noted  during  the  fiscal  year  would 
be  identified  and  resolved. 


Recommendation  #10 

We  recommend  the  department  reconcile  SBAS  and  its 
foster  care  data  base  on  a  timely  basis  to  ensure  financial 
information  on  the  state's  accounting  records  is  accurate 
and  complete. 


Cash  Accounts  Held  Out- 
side the  State  Treasury 


State  accounting  law  and  policy  require  agencies  to  deposit  all 
moneys  with  the  state  treasurer  or  with  a  depository  approved  by 
the  state  treasurer  unless  formal  written  permission  is  obtained 
from  the  Department  of  Administration,  Accounting  Bureau.   If 
a  need  exists  for  an  agency  to  have  cash  readily  available  to 
conduct  day-to-day  operations,  the  Accounting  Bureau  has 
established  methods  and  policies  for  providing  these  funds. 
Three  methods  used  by  the  department  include  imprest  cash 
accounts,  contingent  revolving  funds,  and  custodial  cash 
accounts.   An  imprest  cash  account  consists  of  cash  kept  on  the 
premises  to  be  used  for  relatively  small  purchases  where 
immediate  cash  payments  is  required.   A  contingent  revolving 
fund  consists  of  moneys  deposited  in  a  local  checking  account 
outside  the  state  treasury  and  is  used  to  make  disbursements 
where  timing  needs  cannot  be  met  by  the  state  warrant  system. 
Finally,  the  custodial  cash  account  consists  of  moneys  held  in  a 
local  checking  or  savings  account  for  individuals  and  not  for 
support  of  the  department. 


At  June  30,  1993  the  department  was  authorized  to  maintain 
$2,000  in  contingent  revolving  funds  and  $2,700  in  imprest  cash 
funds.   The  department  also  was  authorized  to  maintain  custodial 
cash  accounts  at  MVS  and  PHS  for  residents  of  the  schools. 


Page  25 


Findings  and  Recommendations 


We  noted  concerns  with  the  department's  nontreasury  cash 
accounts  in  the  previous  two  audits  of  the  department.   In  each 
instance,  the  department  concurred  with  the  recommendations 
and  noted  procedures  were  implemented.  The  following  sections 
describe  issues  we  noted  during  our  current  audit  of  the  depart- 
ment which  deal  with  nontreasury  cash  accounts. 

PHS  and  MVS  each  maintained  a  $1,000  contingent  revolv- 
ing fund  account  during  a  majority  of  fiscal  years  1991-92 
and  1992-93.   According  to  state  policy  the  maximum 
amount  of  a  nontreasury  cash  account  shall  be  that  which  is 
sufficient  to  satisfy  demonstrated  needs.   We  reviewed  the 
usage  of  the  contingent  revolving  funds  and  noted  the 
authorized  balances  appear  to  be  excessive.   MVS  subse- 
quently reduced  its  contingent  revolving  fund  account 
balance  to  $500.   The  department  should  periodically 
review  the  authorized  balances  and  adjust  them,  if  neces- 
sary. 

PHS  maintains  a  $1,000  imprest  cash  account.   The  imprest 
cash  account  is  deposited  with  other  resident  accounts  at  a 
local  bank,  thus  defeating  its  purpose.   Based  on  our  review 
of  the  accounts  usage  and  the  fact  PHS  has  a  contingent 
revolving  fund  which  could  be  used  for  the  demonstrated 
needs,  we  recommend  the  department  close  the  imprest  cash 
account. 

The  Youth  Evaluation  Program  (YEP)  maintains  a  $600 
imprest  cash  account.   In  reviewing  the  account  activity  we 
noted: 

a)  A  portion  of  the  funds  were  deposited  at  a  local  sav- 
ings and  loan  institution  which  is  in  conflict  with  state 
law. 

b)  We  were  unable  to  reconcile  the  account  to  the 
authorized  $600. 

c)  The  department  did  not  notify  the  Attorney  General 
and  the  Legislative  Auditor  as  required  by  section  5- 
13-309  (3),  MCA,  of  a  theft  which  involved  the  YEP 
imprest  cash  account.   The  theft  occurred  in  May  1993 
and  $77  in  cash  was  taken. 

d)  State  accounting  policy  requires  all  disbursements  from 
an  imprest  cash  account  be  supported  by  either  a  valid 
receipt  or  vendor  invoice  and  benefit  the  program. 
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During  our  review  of  disbursements  from  and  reim- 
bursements to  the  YEP  imprest  cash  account  we  noted 
several  disbursements  which  were  not  supported  by 
valid  receipts;  items  reimbursed  that  did  not  appear  to 
be  valid  expenditures  of  the  program;  several  dis- 
bursements which  could  have  been  made  using  the 
state  warrant  system;  and  the  cash  on  hand  was  not 
always  adequately  safeguarded. 

PHS  has  established  policies  which  require  two  authorized 
signatures  on  each  check  written  from  a  resident's  account. 
We  noted  checks  totalling  $1,427  which  had  only  one  signa- 
ture or  used  a  signature  stamp  for  an  authorized  signature. 
We  also  noted  the  signature  stamp  was  kept  in  an  unlocked 
desk  drawer.   According  to  PHS  personnel,  checks  with 
only  one  signature  should  not  be  cashed  by  the  bank  and 
the  signature  stamp  is  used  as  a  second  signature  when  only 
one  authorized  signer  is  available.   This  defeats  the  purpose 
of  the  control  of  requiring  two  authorized  signatures. 

Interest  earned  on  PHS  and  MVS  resident  accounts  and  the 
Children's  Trust  Fund  accounts  is  not  equitably  distributed 
to  the  individual  accounts.   Department  officials  noted  that 
based  on  limited  resources  and  the  small  dollar  amount 
involved,  it  is  not  cost  beneficial  to  develop  a  new  system 
for  allocating  interest  to  the  individual  accounts.   There  are 
other  state  agencies  such  as  the  Department  of  Corrections 
and  Human  Services  and  the  Governor's  Office  which 
maintain  custodial  accounts.   The  department  should  work 
with  these  agencies  to  obtain  a  system  to  allocate  interest  to 
resident  accounts  rather  than  developing  a  new  system.   The 
interest  is  earned  on  the  individual's  money  and  the  depart- 
ment is  responsible  for  properly  distributing  it. 

PHS  did  not  adjust  SBAS  to  reflect  the  balance  of  the  resi- 
dent accounts  (a  custodial  cash  account)  at  fiscal  year-end 
1991-92  or  1992-93.   As  a  result,  cash  and  property  held  in 
trust  were  overstated  by  $3,499  and  $4,657  in  fiscal  years 
1991-92  and  1992-93,  respectively.   PHS  personnel  were 
unaware  the  adjustment  needed  to  be  made  on  SBAS. 

In  April  and  November  1993,  we  notified  the  department  of  the 
concerns  noted  above.   The  department  stated  procedures  have 
been  changed  based  on  our  concerns,  in  order  to  ensure  the 
nontreasury  cash  accounts  were  maintained  in  accordance  with 
state  accounting  policy.   We  followed  up  with  MVS  and  PHS  to 
determine  if  the  changes  were  made  as  noted  in  the  department's 
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response  and  determined  some  of  the  changes  had  not  been 
implemented  as  of  December  1993. 

Maintaining  a  nontreasury  cash  account  brings  with  it  the 
responsibility  of  establishing  adequate  internal  controls  to  ensure 
compliance  with  procedures  and  state  accounting  policy.   The 
department  should  periodically  review  nontreasury  cash  accounts 
and  ensure  compliance  with  established  procedures  and  state 
policy.   If  procedures  are  not  followed,  the  department  should 
close  the  accounts  to  ensure  cash  is  properly  safeguarded. 


Recommendation  #11 

We  recommend  the  department: 

A.  Implement  procedures  to  ensure  nontreasury  cash 
accounts  are  used  in  accordance  with  state  law  and 
policy. 

B.  Periodically  review  nontreasury  cash  accounts  for 
compliance  with  established  procedures  and  state 
policy  and  close  those  accounts  which  do  not  comply. 

C.  Review  the  authorized  balance  of  all  nontreasury  cash 
accounts  to  determine  if  they  are  excessive,  and  if 
necessary,  reduce  the  balances. 

D.  Fairly  and  equitably  distribute  interest  earnings  to 
individual  custodial  accounts  on  a  timely  basis. 

E.  Implement  procedures  to  ensure  accounting  records 
are  updated  with  current  custodial  account  balances 
by  fiscal  year-end  in  accordance  with  state  policy. 

F.  Report  all  instances  of  theft  to  the  Attorney  General 
and  the  Legislative  Auditor  as  required  by  state  law. 
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Compliance  with 
Federal  Regulations 


The  department  receives  approximately  94  percent  of  its  federal 
funding  from  the  U.S.  Department  of  Health  and  Human 
Services.   The  majority  of  the  federal  funding  is  for  aging  and 
foster  care  programs.   The  department  recorded  approximately 
$17  million  and  $19.8  million  of  federal  expenditures  on  SBAS 
during  fiscal  years  1991-92  and  1992-93,  respectively.   During 
the  audit  we  noted  the  following  areas  where  the  department 
could  improve  procedures  to  comply  with  federal  regulations. 
We  discussed  these  concerns  with  management  during  the 
previous  audit,  the  department  concurred  with  our  recommenda- 
tions and  stated  procedures  had  been  implemented  to  address  our 
concerns.   However,  the  problems  continue  to  exist. 


Procedures  for  Determin- 
ing Title  IV-E  Foster  Care 
Eligibility 


The  department  administers  the  federal  Title  IV-E  foster  care 
program  (CFDA  #93.658).    In  order  to  be  eligible  for  federal 
Title  IV-E  foster  care  reimbursements,  federal  regulations  state 
recipients  must  have  been  removed  from  the  home  by  means  of  a 
judicial  determination  or  voluntary  placement  agreement  and  the 
child  must  be  Aid  to  Families  with  Dependent  Children  (AFDC) 
eligible.   Federal  regulations  also  state,  "For  recipients  of  AFDC, 
all  factors  of  eligibility  will  be  redetermined  at  least  every  6 
months.  .  ." 


We  tested  a  sample  of  32  foster  care  payments  during  fiscal  years 
1991-92  and  1992-93  to  determine  if  payments  were  made  on 
behalf  of  eligible  clients.   We  noted  the  following  instances 
where  the  department  made  payments  on  behalf  of  ineligible 
clients. 

In  three  instances  payments  were  made  on  behalf  of  clients 
who  did  not  meet  the  eligibility  requirements  for  the  foster 
care  program. 

In  one  instance,  the  department  could  not  provide  proof  of 
eligibility  for  payment  made  on  behalf  of  a  foster  care 
client. 

In  one  instance,  the  department  paid  two  providers  for  one 
day's  care  of  a  client. 
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In  one  instance,  the  court  order  did  not  contain  language 
required  by  federal  regulations. 

In  one  instance,  a  judicial  determination  was  not  completed 
within  the  required  time  frame. 

In  two  instances,  clients  were  paid  under  the  incorrect 
eligibility  code.   The  nonfederal  portion  of  the  payment 
should  have  been  100  percent  state  funded;  however,  this 
was  split  50  percent  state  and  50  percent  county.   This 
resulted  in  the  counties  being  overcharged  for  foster  care 
services. 

According  to  department  procedures,  the  initial  determination 
and  redetermination  of  foster  care  eligibility  is  made  at  the  field 
offices.  The  central  office  reviews  and  approves  invoices  sub- 
mitted by  foster  care  providers  prior  to  payment.   However,  we 
noted  the  department  has  not  established  procedures  to  ensure 
this  authorization  is  based  on  current  eligibility  information. 
Department  officials  stated  the  central  office  relies  on  field  staff 
to  ensure  the  forms  are  current  and  accurate.   The  procedures 
used  by  the  department  increase  the  probability  of  payments 
being  made  on  behalf  of  ineligible  clients. 

We  noted  similar  concerns  during  the  last  audit.   Based  on  our 
findings  the  department  was  required  to  return  approximately 
$10,000  to  the  federal  government  for  payments  made  on  behalf 
of  ineligible  clients.   The  amount  returned  to  the  federal  govern- 
ment relates  only  to  the  questioned  costs  contained  in  our 
previous  audit  report  of  the  department.   We  believe  the  eligibil- 
ity determination  issues  we  found  represent  a  problem  with  the 
procedures  established  for  the  foster  care  program;  therefore, 
additional  funds  could  be  required  to  be  returned  to  the  federal 
government  if  additional  audit  work  was  performed. 

As  a  result  of  the  compliance  issues  we  found  during  our  current 
audit,  we  question  approximately  $6.3  million  of  costs  in  each  of 
fiscal  years  1991-92  and  1992-93.   Office  of  Management  and 
Budget  (OMB)  Circular  A- 128  requires  the  auditor  to  question 
costs  if  noncompliance  with  general  or  specific  requirements  is 
noted.   There  are  instances  in  which  the  circumstances  of 
specific  questioned  costs  could  be  the  basis  for  the  auditor  to 
question  all  costs  charged  to  a  federal  program.    For  example,  if 
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eligibility  requirements,  matching,  or  cost-sharing  conditions 
have  not  been  met  by  the  recipient  in  certain  circumstances,  the 
entire  amount  expended  in  connection  with  affected  programs 
may  be  questioned.   If  the  questioned  costs  are  subsequently 
disallowed  by  the  federal  agency,  the  entire  amount  must  be 
refunded  by  the  recipient. 

The  department  is  in  the  process  of  developing  a  new  computer 
system  to  handle  its  foster  care  clients.   According  to  department 
personnel,  the  issues  noted  above  will  be  addressed  during  the 
development  stages  of  the  new  computer  system.   At  present  the 
implementation  date  of  this  system  is  July  1,  1995.   A  computer 
system  may  change  the  manner  in  which  information  is 
processed;  however,  a  computer  system  will  not  ensure  payments 
are  made  in  accordance  with  federal  regulations.   The  computer 
processes  information  it  receives,  but  has  no  means  to  verify  the 
validity  or  accuracy  of  the  information.  The  department  needs 
to  establish  an  adequate  control  system  to  ensure  payments  are 
made  on  behalf  of  eligible  clients. 


Recommendation  #12 

We  recommend  the  department  establish  an  internal 
control  system  to  ensure: 

A.  Foster  care  payments  are  made  on  behalf  of  eligible 
clients  in  accordance  with  federal  regulations. 

B.  The  correct  funding  source  is  charged  for  services 
based  on  client  eligibility. 


Subrecipient  Monitoring  The  department  subgrants  federal  financial  assistance  moneys  it 

receives  from  the  U.S.  Department  of  Agriculture  and  the  U.S. 
Department  of  Health  and  Human  Services.   During  fiscal  years 
1991-92  and  1992-93,  the  department  awarded  approximately 
$8  million  and  $10  million,  respectively,  of  federal  funds  to 
subrecipients.   It  subgrants  federal  funds  to  1 1  area  agencies  on 
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aging  to  provide  a  variety  of  services  and  benefits  to  the  elderly. 
It  also  subgrants  federal  moneys  to  other  nonprofit  organizations 
for  a  variety  of  foster  care  services  provided  to  eligible  children. 

OMB  Circular  A- 128  requires  a  state  or  local  government  that 
receives  federal  financial  assistance  and  subgrants  $25,000  or 
more  in  a  fiscal  year  to  a  subrecipient  to  ensure  the  subrecipient 
meets  certain  requirements.   One  requirement  is  to  determine 
whether  state  or  local  subrecipients  have  met  applicable  federal 
audit  requirements.    Another  requirement  is  to  determine 
whether  the  subrecipient  spent  federal  assistance  funds  provided 
in  accordance  with  applicable  laws  and  regulations. 

In  our  previous  audit  report,  we  recommended  the  department 
ensure  subrecipients  have  audits  completed  which  comply  with 
federal  regulations  and  establish  a  system  to  monitor  subrecip- 
ients' compliance  with  applicable  requirements.   The  department 
concurred  with  our  recommendation  and  stated  procedures  had 
been  implemented  to  address  the  concerns  noted.   During  the 
current  audit,  we  noted  the  department  includes  a  clause  in  its 
contracts  requiring  subrecipients  to  obtain  an  audit;  however,  the 
department  has  not  established  a  system  to  ensure  subrecipients 
receive  an  audit. 

We  noted  the  department  compiled  a  list  of  subrecipients  receiv- 
ing federal  assistance  in  fiscal  year  1991-92;  however,  the 
department  did  not  request  audit  reports  not  received  from  the 
subrecipients  until  May  1993.   Of  the  22  subrecipients  listed,  the 
department  had  received  eight  audit  reports  as  of  that  date.   As 
of  November  1993,  a  list  of  fiscal  year  1992-93  subrecipients 
had  not  been  compiled.   Department  records  also  indicated  four 
of  the  eleven  area  aging  agencies  have  not  received  an  audit  in 
the  last  five  to  seven  years. 

In  addition,  some  subrecipients  may  receive  federal  assistance 
under  multiple  contracts  because  of  different  types  of  services 
offered.   The  individual  contracts  may  not  exceed  $25,000; 
however,  the  total  the  subrecipient  receives  could  exceed 
$25,000.   In  this  case  an  audit  would  be  required  of  the  subreci- 
pient.  The  department  has  not  established  procedures  to  ensure 
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subrecipients  having  multiple  contracts  with  the  department, 
which  in  the  aggregate  exceed  $25,000,  receive  an  audit. 

Department  personnel  stated  the  audit  section  of  the  department 
was  disbanded  during  fiscal  year  1991-92.    In  addition,  no  one 
was  assigned  the  subrecipient  monitoring  responsibility  until  the 
end  of  fiscal  year  1992-93.   Department  officials  are  aware  of 
the  subrecipient  monitoring  requirement;  however,  the  depart- 
ment has  not  established  and  implemented  procedures  to  ensure 
compliance  with  the  OMB  Circular  A- 128. 

Since  the  department  has  not  established  a  system  to  monitor 
subrecipient's  compliance  with  applicable  requirements,  we 
question  approximately  $12  million  of  federal  funds  awarded  to 
subrecipients  during  fiscal  years  1991-92  and  1992-93.   These 
were  charges  to  the  U.S.  Department  of  Health  and  Human 
Services  aging  program  (CFDA  #93.633,  #93.635,  and  #93.668) 
and  the  child  care  development  program  (CFDA  #93.037).   We 
also  question  the  portion  of  the  costs  noted  on  page  29  which  are 
subgranted  by  the  department.   The  ultimate  disposition  of  these 
questioned  costs  will  be  resolved  by  the  federal  grantor  agency. 


Recommendation  #13 

We  recommend  the  department  establish  and  implement 
procedures  to  ensure: 

A.  All  subrecipients  receiving  federal  assistance  in  excess 
of  $25,000  have  audits  completed  in  accordance  with 
federal  regulations. 

B.  Audit  reports  arc  received,  reviewed,  and  comply  with 
applicable  federal  regulations. 
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Procedures  for  Recovering  Federal  regulations  require  agencies  to  adequately  safeguard 

Foster  Care  Overpayments  assets,  ensure  that  assets  are  used  solely  for  authorized  purposes, 

and  establish  procedures  for  the  determination  of  cost  allow- 
ability.  The  department  is  entitled  to  recover  overpayments 
made  to  foster  care  providers.   Overpayments  occur  when  errors 
are  made  by  the  provider  when  requesting  payment  for  services 
to  clients.   For  example,  two  providers  may  request  payment  for 
the  same  client  for  the  same  time  period  or  the  provider  requests 
payment  in  excess  of  the  number  of  actual  days  of  care 
provided. 

Department  rules  state,  "Recovery  will  be  accomplished  by  the 
provider  making  payment  of  the  overpayment  within  30  days  of 
notification  of  overpayment.    If  the  provider  fails  to  repay  the 
overpayment  within  30  days,  the  department  may  reduce  future 
foster  care  maintenance  payments  until  the  overpayment  is 
recovered  in  full."   We  reviewed  the  department's  procedures  for 
recovering  foster  care  overpayments  and  noted  the  rules  as 
established  by  the  department  are  not  followed.   Department 
personnel  stated  when  an  overpayment  is  detected  a  letter  is  sent 
to  the  provider  requesting  reimbursement.   If  a  response  is  not 
received  the  department  sends  a  second  request. 

We  noted  this  issue  in  the  last  two  audits  of  the  department.   In 
the  department's  response  to  our  May  20,  1991  interim  audit 
communication,  management  stated  the  department  would 
follow-up  on  all  outstanding  overpayments  and  recover  them 
prior  to  fiscal  year-end  1990-91.   The  department  recovered  all 
but  one  of  the  overpayments  noted.   During  the  current  audit, 
we  noted  18  instances,  totalling  approximately  $13,000,  where 
the  department  had  not  attempted  to  recover  overpayments.  The 
instances  noted  were  for  services  provided  to  clients  from 
October  1990  to  June  1993.   As  of  December  1993,  the  last 
documented  attempt  by  the  department  to  recover  foster  care 
overpayments  was  in  July  1993. 

Department  personnel  stated  in  April  1993  they  were  in  the 
process  of  drafting  a  new  policy  to  recover  foster  care  overpay- 
ments.   As  of  December  1993  the  policy  was  still  in  draft  form 
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and  consistent  procedures  had  not  been  implemented.   Depart- 
ment personnel  stated  new  procedures  have  not  been  imple- 
mented since  it  is  not  a  high  priority.   For  one  of  the  instances 
noted,  department  personnel  stated  the  funds  had  been 
recovered;  however,  the  department  could  not  provide  documen- 
tation supporting  the  recovery. 

Federal  funds  totalling  $9,257  are  included  in  the  overpayments 
noted  above.   Since  the  overpayments  are  not  allowable  charges 
to  the  grant,  this  resulted  in  an  overcharge  to  the  Title  IV-E 
federal  grant  from  the  Department  of  Human  Health  and 
Services  (CFDA  #93.658)  of  $9,257  during  the  audit  period.   We 
question  the  allowability  of  these  charges. 


Recommendation  #14 

We  recommend  the  department  implement  adequate  proce- 
dures to  recover  foster  care  overpayments. 


Administrative  Cost 
Recovery 


Federal  regulations  allow  state  agencies  reimbursement  for 
indirect  costs  necessary  for  the  administration  of  federal  finan- 
cial assistance  programs.  Section  17-3-1 11,  MCA,  requires  state 
agencies  to  recover  indirect  costs  of  administering  federal  assis- 
tance programs  to  the  fullest  extent  possible.   Recovery  of 
indirect  costs  reduces  the  amount  of  state  money  required  to 
support  federal  programs. 

Indirect  costs  are,  (a)  costs  incurred  for  common  or  joint 
purposes  benefiting  more  than  one  project,  award,  contract,  or 
cost  objective  and  (b)  costs  not  readily  and  directly  assignable  to 
cost  objectives  specifically  benefited  (i.e.  central  service  costs). 
The  department  calculates  an  indirect  cost  rate  which  is 
reviewed  and  approved  by  the  U.S.  Department  of  Health  and 
Human  Services.   An  indirect  cost  rate  is  used  to  equitably 
distribute  indirect  costs  to  benefitting  programs. 
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We  noted  the  following  instances  where  the  department  did  not 
comply  with  federal  regulations  and  state  law.   We  noted  errors 
which  both  under  and  over  charge  the  federal  government.   The 
department  should  seek  reimbursement  for  under  charges  and 
request  the  federal  government  apply  these  charges  to  resolve 
any  overcharges  noted. 


Allowability  of  Federal  Federal  regulations  outline  costs  which  can  be  included  in  the 

Cost  Recoveries  indirect  cost  rate.   We  reviewed  the  composition  of  the  depart- 

ment's indirect  cost  rate  and  noted  the  following  concerns. 

The  department  included  equipment  expenditures  totalling 
$82,000  in  calculating  its  indirect  cost  pool.   OMB  Circular 
A-87  states,  "The  cost  of  equipment  and  other  capital 
expenditures  should  be  recovered  through  use  allowances  or 
depreciation  on  buildings,  capital  improvements,  and 
equipment.   The  total  acquisition  costs  are  not  allowable  as 
indirect  costs  during  the  period  acquired."  The  department 
should  include  the  portion  of  equipment  allocable  to  each 
fiscal  year  in  its  indirect  cost  pool.   We  estimated  the 
indirect  cost  rate  used  by  the  department  was  approximately 
one  half  of  one  percent  too  high.   The  equipment  expendi- 
tures were  not  material  during  the  department's  base  year; 
however,  with  the  purchase  of  the  department's  new 
computer  system  there  will  be  a  significant  increase  in 
equipment  expenditures  during  fiscal  year  1993-94. 

In  accordance  with  state  policy,  the  department  included  its 
portion  of  the  statewide  cost  allocation  plan  (SWCAP)  when 
calculating  its  indirect  cost  rate.   In  addition,  the  depart- 
ment direct  charged  the  federal  government  for  SWCAP 
charges  in  fiscal  years  1991-92  and  1992-93.    As  a  result, 
the  direct  charge  for  SWCAP  is  an  unallowable  cost,  there- 
fore, we  question  $30,960  and  $108,262  of  costs  charged  for 
fiscal  years  1991-92  and  1992-93,  respectively. 

In  the  previous  two  audit  reports  and  the  current  audit 
report,  we  noted  concerns  with  the  department's  treatment 
of  MVS  and  PHS  expenditures  in  its  indirect  cost  rate 
calculation.   In  response  to  our  recommendations,  the 
department  developed  new  procedures  in  fiscal  year  1992- 
93  to  include  a  portion  of  the  central  office  costs  in  the 
MVS  and  PHS  indirect  cost  rates.   The  procedures  used  by 
the  department  result  in  charging  the  federal  government 
twice  for  the  same  expenditures,  since  the  total  central 
office  costs  are  included  in  the  department's  indirect  cost 
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rate  and  a  portion  of  those  costs  are  included  in  MVS  and 
PHS  indirect  cost  rates.   An  overcharge  to  the  federal 
government  did  not  occur  since  MVS  did  not  recover 
indirect  costs  in  fiscal  year  1992-93  and  PHS  did  not  use 
the  new  indirect  cost  rate. 

The  department  calculates  three  separate  indirect  cost  rates 
which  include  a  central  office  rate  and  rates  for  MVS  and 
PHS.   The  department  could  not  provide  documentation  of 
why  these  rates  were  calculated  separately.   The  procedures 
used  by  the  department  increase  the  likelihood  costs  could 
be  included  more  than  once  when  calculating  its  indirect 
cost  rates.    Also,  additional  work  is  required  for  department 
personnel  to  calculate  three  separate  rates. 


Recommendation  #15 

We  recommend  the  department  include  all  costs  allowed  by 
federal  regulations  in  its  indirect  cost  rate. 


Indirect  Costs  not  In  the  previous  audit  report,  we  recommended  the  department 

Recovered  to  Fullest  recover  indirect  costs  to  the  fullest  extent  possible  in  accordance 

Extent  with  state  law.  The  department  concurred  with  our  recommen- 

dation and  stated  procedures  were  implemented  to  ensure 
indirect  costs  were  recovered  in  accordance  with  state  law. 
However,  we  noted  the  following  instances  where  the  depart- 
ment did  not  recover  indirect  costs  to  the  fullest  extent  possible. 

The  department's  central  office  calculates  its  indirect  cost 
rate  by  determining  the  ratio  of  total  indirect  costs  to 
personal  service  expenditures.   We  noted  the  department's 
central  office  excluded  MVS  and  PHS  expenditures  in  its 
total  indirect  cost  base  and  included  MVS  and  PHS  personal 
service  expenditures  in  its  personal  service  base  when 
calculating  its  indirect  cost  rate.   Since  this  indirect  cost 
rate  is  not  applied  against  MVS  and  PHS  personal  service 
expenditures,  these  expenditures  should  not  be  included  in 
the  calculation.   In  addition,  including  MVS  and  PHS 
personal  service  expenditures  in  its  personal  service  base 
results  in  a  lower  indirect  cost  rate.   We  recalculated  the 
indirect  cost  rate  by  excluding  MVS  and  PHS  personal 
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service  expenditures  in  the  personal  service  base  and  esti- 
mated the  department  could  have  recovered  approximately 
$135,000  and  $125,000  more  in  indirect  costs  for  fiscal 
years  1991-92  and  1992-93,  respectively. 

State  policy  requires  a  separate  indirect  cost  proposal  for 
each  fiscal  year.   The  indirect  cost  rate  used  by  the  depart- 
ment in  fiscal  year  1991-92  and  1992-93  was  calculated 
using  fiscal  year  1987-88  financial  information.   This  rate 
was  approved  by  the  federal  government  in  fiscal  year 
1989-90.   The  federal  government  allowed  the  department 
to  continue  using  this  rate  through  fiscal  year  1992-93.   The 
department's  indirect  cost  pool  increased  by  approximately 
$800,000  and  $975,000  for  fiscal  years  1991-92  and  1992- 
93,  respectively.   In  addition,  total  expenditures  and 
personal  service  expenditures  for  the  department  increased 
from  1987-88  to  fiscal  year  1992-93  by  approximately 
$26.6  and  $5.2  million,  respectively.   Based  on  these 
increases,  the  indirect  cost  rate  may  have  increased  if  the 
department  had  calculated  new  indirect  cost  rates  for  each 
fiscal  year.   Since  the  indirect  cost  pool  increased  and  the 
base  it  is  distributed  on  has  changed,  the  indirect  cost  rate 
likely  has  changed.  Since  the  department  has  not  calculated 
an  indirect  cost  rate  since  fiscal  year  1989-90,  it  is  not  cost 
effective  for  us  to  determine  the  amount  of  indirect  costs 
over  or  under  recovered. 


Indirect  Costs  not 
Recovered  by  Mountain 
View  School 


The  Office  of  Public  Instruction  awards  the  federal  Chapter  I 
Programs  -  Local  Educational  Agencies  moneys  to  educational 
facilities.   In  fiscal  year  1991-92  and  1992-93,  MVS  was 
awarded  $34,173  and  $37,479,  respectively.   Included  in  the 
fiscal  year  1992-93  award  were  budgeted  indirect  cost  recoveries 
of  approximately  $4,000.   There  were  no  indirect  costs  included 
in  the  budget  for  fiscal  year  1991-92;  however,  this  does  not 
preclude  MVS  from  recovering  indirect  costs.   MVS  did  not 
recover  indirect  costs  for  fiscal  years  1991-92  and  1992-93.   The 
MVS  indirect  cost  rate  for  fiscal  year  1991-92  and  1992-93  was 
1 1.6  percent.    Based  on  the  award  amount,  MVS  could  have 
recovered  approximately  $4,000  of  indirect  costs  during  each 
fiscal  year.   Had  MVS  recovered  indirect  costs,  the  General 
Fund  would  have  received  approximately  $4,000,  in  each  fiscal 
year,  of  federal  revenue  to  offset  the  cost  of  administering  the 
federal  program. 
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The  federal  expenditures  for  the  Chapter  I  programs  would  have 
been  approximately  $30,000  and  $33,000  in  fiscal  year  1991-92 
and  1992-93,  respectively.  Since  MVS  used  the  entire  grant 
award  for  direct  grant  charges,  the  General  Fund  absorbed  the 
cost  of  administering  the  federal  program.   This  effectively 
expanded  the  program  costs  by  approximately  $4,000  in  each 
fiscal  year.   Department  personnel  stated  MVS  did  not  recover 
indirect  costs  in  either  fiscal  year  and  both  MVS  and  PHS  will 
not  recover  indirect  costs  during  fiscal  year  1993-94,  since  the 
award  amount  will  only  cover  direct  charges  of  the  federal 
program. 


Summary  In  the  future,  the  department  should: 


1.  Include  in  its  indirect  cost  calculations  only  those  expendi- 
tures to  which  the  rate  is  applied. 

2.  Calculate  a  new  indirect  cost  rate  for  each  fiscal  year  in 
accordance  with  state  policy. 

3.  Recover  indirect  costs  for  MVS  and  PHS  rather  than  apply- 
ing all  federal  funds  to  direct  charges. 


Recommendation  #16 

We  recommend  the  department  recover  indirect  costs  to  the 
fullest  extent  possible  in  accordance  with  state  law. 


State  Compliance  We  reviewed  selected  state  laws  and  regulations  pertaining  to  the 

department.   Federal  regulations  require  the  department  expend 
federal  funds  in  compliance  with  state  laws.   If  the  department 
does  not  comply  with  state  laws,  it  could  affect  the  allowability 
of  expenditures  for  federal  reimbursement.   The  following 
sections  discuss  state  compliance  issues  we  noted  during  the 
audit. 
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Sick  Lea\e  Benefits  for  In  1987  the  Montana  Supreme  Court  held  that  teachers  at  MVS 

Teachers  and  PHS  are  state  employees  and  as  such  are  entitled  to  leave 

benefits  provided  other  state  employees.   The  Department  of 
Administration  promulgated  rules  under  section  2-18-604, 
MCA,  for  employee  leave  benefits  provided  state  employees. 
ARMs  section  2.21.133(4),  states  "Leave  may  not  be  advanced 
nor  may  leave  be  taken  retroactively." 

During  the  1990-91  school  year,  MVS  and  PHS  employed  1 1  and 
15  teachers,  respectively.   The  department,  along  with  the 
Department  of  Administration,  Labor  and  Employee  Relations 
Bureau,  negotiate  the  labor  contracts  with  PHS  and  MVS 
teachers.   The  PHS  teachers'  contract  section  11.1  states,  "an 
employee  who  takes  approved  leave  of  absence  without  pay  due 
to  illness,  will  receive  upon  request,  after  the  ninetieth  (90th) 
day,  reimbursement  at  their  current  rate  of  pay  up  to  the  amount 
of  accrued  sick  leave  credited  to  the  employee."  The  contract 
specifically  contradicts  state  regulations  by  allowing  payment  for 
sick  leave  retroactively.   Both  the  PHS  and  MVS  teachers' 
contracts  contain  language  which  state,  "all  other  conditions 
regarding  the  accrual,  accumulation  or  use  of  annual  leave  shall 
be  in  accordance  with  the  annual  leave  policy  of  the 
Administrative  Rules  of  Montana,  unless  specifically  changed  in 
this  bargaining  agreement." 

Attorney  General's  Opinion  Volume  No.  38,  Opinion  No.  20, 
states,  agencies  cannot  enter  into  a  contract  that  contradicts  state 
law.   State  law  authorizes  the  Department  of  Administration  to 
adopt  rules  to  implement  the  statutes.   The  department  cannot 
negotiate  labor  agreements  that  conflict  with  state  law  or  policy. 
According  to  department  personnel,  the  contracts  were 
negotiated  in  1981  in  this  manner  because  there  was  nothing  in 
state  law  that  indicated  leave  could  not  be  paid  retroactively. 
According  to  department  personnel,  no  teachers  have  been  paid 
for  sick  leave  retroactively. 

The  department  cannot  modify  state  law  through  collective 
bargaining.   The  department  should  work  with  the  Department 
of  Administration  to  ensure  that  sick  leave  for  teachers  is 
credited  and  paid  in  accordance  with  state  law  and  policy.   In 
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our  prior  audit  we  recommended  the  department  ensure  teachers 
are  paid  for  holidays  and  annual  leave  in  compliance  with  state 
law  and  policy.    Although  the  department  implemented  this 
specific  recommendation  it  needs  to  ensure  overall  compliance 
with  state  laws  and  policies  relating  to  collective  bargaining 
agreements  and  employee  leave. 


Recommendation  #17 

We  recommend  the  department  work  with  the  Department 
of  Administration  to  ensure  that  negotiated  contracts  with 
teachers  comply  with  state  law  and  policy. 


Notification  to  County 
Attorney  of  Abuse  or 
Neglect 


Section  41-3-201,  MCA,  states  the  department  shall  notify  the 
county  attorney  of  instances  of  known  or  suspected  abuse  or 
neglect  reported  to  the  department.   During  our  review  we  noted 
the  department  does  not  have  procedures  in  place  to  ensure  the 
county  attorney  is  notified. 


According  to  central  office  personnel,  establishing  procedures 
for  notifying  the  county  attorney  of  reported  cases  of  abuse  or 
neglect  is  left  up  to  each  county  office.   We  performed  a  review 
of  four  county  offices  and  noted  two  counties  which  do  not 
notify  the  county  attorney  of  reports  of  abuse  or  neglect. 
According  to  personnel  at  one  county  office,  the  county  attorney 
no  longer  attends  the  weekly  sexual  abuse  and  child  abuse  team 
meetings  and  the  monthly  adult  protection  team  meetings  during 
which  new  referrals  are  discussed.   The  county  office  has  not 
developed  alternative  procedures  for  notifying  the  county 
attorney. 

Personnel  at  the  second  county  office  stated  notification  was 
received  from  the  county  attorney's  office  early  in  1992  to  stop 
sending  copies  of  the  intake  referrals  because  the  documents  are 
not  used.   Although  the  county  attorney  does  attend  the  weekly 
child  protection  team  meetings,  the  majority  of  the  discussion  at 
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these  meetings  centers  around  on-going  cases  with  little  discus- 
sion of  new  referrals.  The  county  attorney  also  attends  the 
sexual  abuse  team  meetings  where  most  of  the  new  sexual  abuse 
referrals  are  discussed. 

Personnel  at  both  counties  are  aware  current  procedures  are  not 
in  compliance  with  state  law.   Personnel  at  the  central  office 
noted  they  contacted  several  county  offices  and  found  that  the 
county  attorneys  only  wanted  to  be  notified  of  substantiated 
cases  of  abuse  or  neglect.   The  department  should  establish 
procedures  to  ensure  the  county  attorney  is  notified  of  all 
matters  of  known  or  suspected  abuse  or  neglect  reported  to  the 
department,  or  seek  legislation  to  amend  the  law  as  appropriate. 


Recommendation  #18 

We  recommend  the  department  establish  procedures  to 
ensure  the  county  attorney  is  notified,  as  required  by  state 
law,  of  all  matters  of  known  or  suspected  abuse  or  neglect 
reported  to  the  department,  or  seek  legislation  to  amend 
the  law  as  appropriate. 


Periodic  Visits  to  Day- 
Care  Facilities  by  the 
Department 


During  our  review,  we  noted  the  department  does  not  have 
procedures  in  place  to  ensure  regional  personnel  visit  day-care 
facilities  as  required  by  state  law. 


Section  52-2-733(1  )&(4),  MCA,  states  the  department  or  its 
representative  shall  make  periodic  visits  to  all  licensed  day-care 
centers  to  ensure  minimum  standards  are  maintained.   The 
statute  also  requires  the  department  to  make  annual  unannounced 
visits  to  day-care  centers.   A  day-care  center  is  an  out-of-home 
location  which  provides  day-care  to  13  or  more  children. 
According  to  personnel  at  one  regional  office  unannounced  visits 
are  not  made.   The  staff  members  notify  the  center  before 
visiting  to  ensure  center  personnel  will  be  present  and  the  paper 
work  is  complete.   The  central  office  was  not  aware  of  this 
region's  procedures.   According  to  department  personnel,  the 
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department's  Program  Management  Division  is  responsible  for 
writing  policies  and  providing  technical  assistance,  but  has  no 
supervisory  authority  over  the  regional  offices.   As  a  result, 
regional  supervisors  are  responsible  for  ensuring  the  mandatory 
visits  are  completed. 

Section  52-2-733(3),  MCA,  states  the  department  must  visit  and 
inspect  at  least  20  percent  of  all  registered  family  and  group 
day-care  homes  in  each  of  the  governor's  planning  regions 
annually.    A  family  day-care  home  is  a  private  residence  which 
provides  day-care  to  three  to  six  children.   Group  day-care 
homes  provide  day-care  for  seven  to  twelve  children.   In  1992 
only  17  percent  of  the  1,486  family  and  group  day-care  homes 
were  visited  by  the  department.   Department  personnel  stated  the 
shortage  of  home  visits  resulted  from  the  loss  of  a  family 
resource  specialist  in  the  Helena  office  and  a  change  in  staff 
positions  in  the  Billings  office. 

The  annual  visits  to  day-care  facilities  are  designed  to  ensure 
minimum  standards  are  maintained.   The  department  should 
ensure  unannounced  visits  are  made  annually  to  all  day-care 
centers.   The  central  office  could  accomplish  this  by  maintaining 
and  monitoring  records  of  the  centers  visited.   The  department 
should  also  establish  procedures  to  ensure  20  percent  of  all 
registered  family  and  group  day-care  homes  are  visited  and 
inspected  annually.   This  issue  was  noted  for  further  review  in 
the  Foster  Care  Facility  Licensing  and  Other  Related  Issues 
(93SP-03)  performance  audit  report  issued  in  October  1993. 


Recommendation  #19 

We  recommend  the  department  ensure  mandatory  visits  to 
day-care  facilities  are  appropriately  completed  and 
performed  in  accordance  with  state  law. 
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Accounting,  Control, 
and  Compliance  Team 
to  Design  and 
Implement  an  Effective 
Control  System 


The  Department  of  Family  Services  was  created  by  Chapter  609, 
Laws  of  1987.   The  legislature  reorganized  youth  and  aging 
services  from  the  Department  of  Social  and  Rehabilitation 
Services  and  the  Department  of  Corrections  and  Human  Services 
(then  Department  of  Institutions)  into  one  department.   The 
legislation  passed  in  April  1987  and  the  department  began  opera- 
tion on  July  1,  1987.   This  gave  the  new  department  very  little 
time  to  set  up  an  effective  system  of  management  controls. 


In  our  two  previous  financial  compliance  audit  reports  of  the 
department,  we  discussed  areas  where  the  department  could 
improve  its  management  controls.   The  preceding  report  sections 
again  indicate  deficiencies  in  management  controls  related  to 
training  of  staff,  review  of  work  performed,  consistent  applica- 
tion of  control  procedures,  and  maintaining  communication  to 
facilitate  effective  management.   The  budgetary,  accounting,  and 
cash  control  procedures  currently  used  by  the  department  are 
inadequate  and  do  not  provide  appropriate  support  to  the 
department's  client  services  programs.   In  addition,  the 
department's  procedures  for  ensuring  compliance  with  state  and 
federal  laws  and  regulations  are  inadequate  in  significant 
instances. 

We  issued  qualified  opinions  on  the  financial  schedules  in  the 
department's  two  previous  audit  reports.   Because  the  quality  of 
the  department's  financial  information  has  deteriorated  even 
further  than  we  found  in  previous  audits,  we  issued  an  adverse 
opinion  on  the  department's  financial  schedules  for  this  audit 
period.   An  adverse  opinion  means  the  financial  schedules  do  not 
present  fairly  the  results  of  operations  and  changes  in  fund 
balances  in  conformity  with  state  accounting  policy. 

The  department's  financial  information  is  included  in  the  general 
purpose  financial  statements  (GPFS)  prepared  and  issued  by  the 
Department  of  Administration's  Accounting  and  Management 
Support  Division.   The  Department  of  Administration  adjusts  the 
statewide  accounting  records  for  significant  identified  errors  and 
recommended  audit  adjustments.    Preparation  of  the  GPFS 
requires  additional  time  for  these  adjustments.   Continued 
deterioration  of  the  Department  of  Family  Services  financial 
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information  could  affect  the  quality  of  the  information  in  the 
state's  GPFS.   In  addition,  because  of  the  significant  errors  made 
by  the  department,  the  statewide  accounting  records,  which  are 
used  by  the  Legislature,  the  Budget  Office,  the  Legislative  Fiscal 
Analyst's  Office,  and  others,  do  not  reflect  the  true  activity  of 
the  department. 

The  issues  in  this  report  which  affect  federal  funds  must  be 
included  in  the  state's  Federal  Single  Audit  report.   The  issues 
concerning  compliance  with  federal  laws  and  regulations  which 
were  included  in  our  last  audit  of  the  department  resulted  in  a 
qualification  of  our  report  on  the  state's  compliance  with  federal 
regulations.   The  issues,  which  caused  those  single  audit  report 
qualifications,  continue  to  exist  and,  along  with  over 
$24.6  million  in  questioned  costs,  are  again  included  in  this 
report.  The  federal  government's  resolution  of  the  compliance 
issues  and  questioned  costs  could  significantly  affect  the 
programs  offered  by  the  department  and  the  financial  position  of 
the  state.   These  types  of  questioned  costs  could  also  impact  the 
future  receipt  of  federal  funds  to  administer  and  provide  client 
services  under  these  federal  programs. 

Because  of  the  serious  problems  faced  by  the  department, 
management  spends  the  majority  of  its  time  "putting  out  fires" 
and  does  not  have  the  resources  to  develop  and  implement  an 
effective  management  control  system.   We  believe  the  Governor, 
as  chief  executive  officer  of  the  state,  should  assign  a  team  of 
individuals  from  other  state  agencies  to  develop  and  ensure 
implementation  of  effective  control  and  accountability  systems 
at  the  department. 

The  management  assistance  team  should  be  established  as  soon  as 
possible  to  allow  the  department  to  begin  fiscal  year  1994-95 
with  redesigned  systems  and  procedures  relating  to  accounting 
and  budget  issues.   The  team  should  consist  of  individuals  with 
expertise  in  state  accounting  policies,  state  and  federal  laws  and 
regulations,  management  controls,  budgeting,  accounting,  and 
client  services  programs  similar  to  the  department's.   Examples 
of  such  agencies  include  the  Office  of  Budget  and  Program 
Planning,  the  Department  of  Social  and  Rehabilitation  Services, 
and  the  Department  of  Administration's  State  Personnel 
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Division,  Information  Services  Division,  and  Accounting  Bureau. 
There  are  two  primary  benefits  to  forming  a  team  of  current 
state  employees  to  develop  and  ensure  implementation  of 
management  controls.   One  is  that  it  could  be  done  with  no 
additional  out  of  pocket  cost  to  the  state,  and  another  is  the 
individuals  are  familiar  with  laws  and  regulations  related  to  state 
agencies,  use  of  the  Statewide  Budgeting  and  Accounting  System 
and  needs  of  the  state's  budget  officials. 

The  department  is  ultimately  responsible  for  ensuring  a  system 
of  management  controls  is  implemented  and  followed.   There- 
fore, the  department  should  assign  responsibility  and  account- 
ability to  an  individual  for  coordinating  work  between  the  team 
and  the  department.   In  addition,  this  individual  would  be 
responsible  for  monitoring  department  compliance  with  the 
control  systems  and  procedures  developed  by  the  team. 

The  development,  implementation,  and  monitoring  of  a  manage- 
ment control  system  will  help: 

1.  Improve  operations  of  the  department. 

2.  Improve  public  perception  of  the  department  because  of  the 
increased  operating  efficiency. 

3.  Reduce  the  risk  of  lost  federal  funding. 

Recommendation  #20 
We  recommend: 

A.  The  Governor  assign  a  team  of  individuals  from  other 
state  agencies  to  develop  and  ensure  implementation 
of  an  effective  management  control  system  at  the 
department. 

B.  The  department  assign  responsibility  and 
accountability  to  an  individual  for  coordinating  work 
and  monitoring  compliance  with  control  systems  and 
procedures  developed  by  the  team. 
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Summary  of  Independent  Auditor's  Report 


Summaiy  of  Indepen-  The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 

dent  Auditor's  Report  to  the  reader  of  the  financial  schedules  the  degree  of  reliance 

which  can  be  placed  on  the  amounts  presented.   We  issued  an 
adverse  opinion  on  the  financial  schedules  for  the  fiscal  years 
ended  June  30,  1992  and  1993.   The  reader  should  not  place 
reliance  on  the  financial  information  from  the  Statewide  Budget- 
ing and  Accounting  System  (SBAS)  presented  in  these  schedules. 
Based  on  the  number  and  type  of  issues  found  during  the  current 
audit  of  the  department,  we  believe  there  is  a  substantial  risk 
that  additional  accounting  issues  exist  that  have  not  been 
detected.  We  believe  the  accounting  records  are  misleading. 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
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JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Family 
Services  for  each  of  the  two  fiscal  years  ended  June  30,  1992  and  1993,  as  shown  on  pages  A-5 
through  A- 12.  The  information  contained  in  these  financial  schedules  is  the  responsibility  of  the 
department's  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosure  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles.   The  schedules  are  not  intended  to 
be  a  complete  presentation  and  disclosure  of  the  department's  assets  and  liabilities. 

The  department  was  unable  to  provide  adequate  accounting  records  to  support  the  Special 
Revenue  Fund  fund  balance  amount  of  $3,441,513  at  June  30,  1993,  on  the  Schedule  of  Changes 
in  Fund  Balances  and  as  described  in  note  4  to  the  financial  schedules. 

The  department  did  not  accrue  $1,042,213  of  expenditures  at  fiscal  year-end  1991-92  in 
the  General  Fund.   Had  the  department  properly  recorded  the  expenditures  in  fiscal  year  1991-92, 
the  department  would  have  exceeded  the  appropriation  authority  in  the  General  Fund.   Expendi- 
tures in  the  Community  and  Protective  Services  program  on  the  Schedule  of  Budgeted  Program 
Expenditures  by  Object  and  Fund  -  Budget  and  Actual  are  understated  by  $1,042,213  for  the  year 
ended  June  30,  1992  and  overstated  for  the  year  ended  June  30,  1993  by  the  same  amount. 

In  fiscal  year  1991-92,  the  department  incorrectly  recorded  $1,355,473  of  federal  revenue 
which  was  not  properly  recognized  at  fiscal  year-end  1990-91  in  the  Special  Revenue  Fund.   As  a 
result,  July  1,  1991  fund  balance  is  understated  and  budgeted  revenue  and  transfers  in  are 
overstated  by  $1,355,473  on  the  Schedule  of  Changes  in  Fund  Balances.   In  addition,  federal 
revenue  is  overstated  by  $1,355,473  on  the  Schedule  of  Budgeted  Revenue  &  Transfers  In  - 
Estimate  &  Actual  for  fiscal  year  1991-92. 
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The  department  improperly  classified  budgeted  transfers  in  as  nonbudgeted  transfers  in 
during  fiscal  year  1991-92  in  the  Special  Revenue  Fund.   In  addition,  the  department  recorded 
$590,000  of  transfers  in  in  excess  of  what  was  earned.   As  a  result,  ending  fund  balance  is 
overstated  by  $590,000,  budgeted  transfers  in  is  understated  by  $1,319,637  and  nonbudgeted 
transfers  in  are  overstated  by  51,908,791  for  fiscal  year  1991-92  on  the  Schedule  of  Changes  in 
Fund  Balances.   In  addition,  other  financing  sources  is  understated  by  $1,319,637  on  the  Schedule 
of  Budgeted  Revenue  &  Transfers  In  -  Estimate  &  Actual  for  fiscal  year  1991-92. 

During  fiscal  year  1992-93,  the  department  incorrectly  recorded  $710,125  of  current  year 
Community  and  Protective  Services  program  expenditures  as  prior  year  expenditure  adjustments 
and  $640,000  of  current  year  federal  revenue  as  prior  year  revenue  adjustments  in  the  Special 
Revenue  Fund.   As  a  result,  budgeted  expenditures  and  transfers  out  and  budgeted  revenues  and 
transfers  in  are  understated  by  $710,125  and  $640,000,  respectively,  and  prior  year  expenditure 
adjustments  and  prior  year  revenue  adjustments  are  overstated  by  $710,125  and  $640,000,  respec- 
tively, for  fiscal  year  1992-93  on  the  Schedule  of  Changes  in  Fund  Balances.   In  addition. 
Community  and  Protective  Services  program  expenditures  are  understated  by  $710,125  on  the 
Schedule  of  Budgeted  Program  Expenditures  by  Object  and  Fund  -  Budget  and  Actual  for  the 
fiscal  year  ended  June  30,  1993  and  federal  revenue  is  understated  by  $640,000  on  the  Schedule  of 
Budgeted  Revenue  &  Transfers  In  -  Estimate  &  Actual  for  fiscal  year  1992-93. 

The  department  did  not  properly  recognize  revenue  for  the  aging  program  in  the  Special 
Revenue  Fund  at  fiscal  year-end  1992-93.   As  a  result,  budgeted  revenue  and  transfers  in  and 
ending  fund  balance  are  overstated  by  $321,647  on  the  Schedule  of  Changes  in  Fund  Balances  and 
federal  revenue  is  overstated  by  $321,647  on  the  Schedule  of  Budgeted  Revenue  &  Transfers  In  - 
Estimate  &  Actual  for  fiscal  year  1992-93. 

The  department  did  not  record  all  activity  related  to  third  party  contributions  for  foster 
care  during  fiscal  year  1992-93  in  the  Special  Revenue  Fund.   As  a  result,  budgeted  revenue  and 
transfers  in  and  budgeted  expenditures  and  transfers  out  are  understated  by  $220,000  on  the 
Schedule  of  Changes  in  Fund  Balances  for  fiscal  year  1992-93,  Community  and  Protective 
Services  program  expenditures  are  understated  by  $220,000  on  the  Schedule  of  Budgeted  Program 
Expenditures  by  Object  and  Fund  -  Budget  and  Actual  for  the  fiscal  year  ended  June  30,  1993, 
and  charges  for  services  revenue  is  understated  by  $220,000  on  the  Schedule  of  Budgeted  Revenue 
&  Transfers  In  -  Estimate  &  Actual  for  fiscal  year  1992-93. 

In  our  opinion,  because  of  the  effects  of  the  matters  discussed  in  paragraphs  four  through 
ten,  the  financial  schedules  referred  to  above  do  not  present  fairly,  in  conformity  with  the  basis  of 
accounting  described  in  note  1,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  Family  Services  for  the  two  fiscal  years  ended  June  30,  1992  and  1993. 

Respectfully  submitted 

^  J. 


J 


'tKrrr^juO 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  3,  1994 
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DEPARTMENT  OF  FAMILY  SERVICES 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1993 


FUND  BALANCE:  July  1,  1991 


General  Fund 
$ 0 


Spec  i  a  I 

Revenue 

Funds 

$  1.267.113 


ADDITIONS: 

Fiscal  Year  1991-92 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 
Support  From  State  of  Montana 
Cash  Transfers  In 
Prior  Year  Expenditure  Adjustments 

Fiscal  Year  1992-93 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 
Support  From  State  of  Montana 
Cash  Transfers  In 

Prior  Year  Transfers- In  Adjustments 
Total  Additions 

REDUCTIONS 

Fiscal  Year  1991-92 
Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1992-93 
Budgeted  Expenditures 
Prior  Year  Expenditures 
Prior  Year  Expenditure  Adjustments 
Total  Reductions 

FUND  BALANCE:  June  30,  1993 


113,337 

16,958,836 

260 

1,834,664 

4 

779,186 

13,106 

31,127,378 

87,463 

173,299 

103,915 

21,722,961 

68,994 

633 

332,810 

17,515 

1,350 

36,328,282 

77,299 

156.449 

67,704,430 

42,193,311 

31,232,322 

18,089,543 

21,763 

1,466 

36,265,718 

21,233,369 

98,811 

95 

85.816 

694.438 

67.704.430 

40.018.911 

i        0 

$  3.441.513 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional 
information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-10. 
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Fiscal  Year  199; 

GENERAL  FUND 
Estimated  Rever 
Actual  Revenue 
Col  lections  Ove 
(Under)  Estin 

SPECIAL  REVENUE 
Estimated  Rever 
Actual  Revenue 
Col  lections  Ove 
(Under)  Estin 

Fiscal  Year  1991 

GENERAL  FUND 

Estimated  Rever 

Actual  Revenue 

Col  lections  Ove 

(Under)  Estin 

SPECIAL  REVENUE 

Estimated  Rever 

Actual  Revenue 

Collections  Ove 

(Under)  Estin 


This  schedule  {< 


DEPARTMENT  OF  FAMILY  SERVICES 

SCHEDULE  OF  BUDGETED  REVENUE  AND  TRANSFERS  IW  -  ESTIMATE  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1993 


Fiscal  Year  1992-93 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  Lections  Over 
(Under)  Estimate 

Fiscal  Year  1991-92 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Licenses 

and 
Permits 


$130,000 
102.468 


Charges 

for 
Services 


$ 

150 
131 

% 

(19) 

»2, 

H, 

,537,490 
,503.471 

i 

(34.019) 

$130,000     I 

110.044 


150 
296 


$2,513,008 
2.539.117 


Investment 
Earnings 


30 
22 


$  2,800 
491 


30 
20 


$  2,800 
252 


Rentals, 
Leases  & 
Royalties 


$  2,400 
1.200 


$2,400 
2.400 


Hi  see  I laneous 


300 
94 


$30,000 
25.782 


300 
577 


$30,000 
29.608 


Fines  & 
Forfeits 


$  5,000 
3.308 


$  5,000 
2.726 


Sale  of 

Documents, 
Merchandise 
&  Property 


$  27,230 
8.022 


$  29,000 
16.597 


Grants, 

Contracts, 

Donations,  & 

Abandonments 


Other 
Financing 
Sources 


132,880 
103.915 


$       (28.965) 


$  27,980 
1.027 


$1,927,929       $17,268,894       $21,827,323 
1.498.023         17.682.837         21.722.961 


$(26.953)       $   (429.906)     $       413.943       $     (104.362) 


$   132,880 
113.337 


$   (19.543) 


$17,807,254  $20,679,287 
14.135.544   16.958.836 


$  27,907    $  264,318 
728      234.264 


$(27.179)   $  (30.054)   $(3.671.710)  $(3.720.451) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-10. 
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DEPARTMENT  OF  FAMILY  SERVICES 


SCHEDULE 

OF  BUDGETED  PROGRAM 

EXPENDITURES 

BY 

OBJECT  AND 

FUND 

BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE 

30, 

1993 

Management 
Support 

Regional 
Staff 

Juveni le 
Corrections 

Community  & 

Protective 

Services 

Total 

PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 

$1,214,065 

289.332 
1.503.397 

$ 

7,922,747 

1.991.562 
9.914.309 

$ 

4 

1 

_5. 

,520,065 
13,690 

.403.207 
.936.962 

$   643,303 

812 
115.339 
759.454 

$14,300,180 

13,690 

812 

3.799.440 

18.114.122 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Re 

isale 

542,021 
50,294 
89,466 
82,866 

119,076 

12,295 
50,466 
(39) 

946.445 

1,023,798 

65,086 

234,022 

487,145 

371,045 

7,438 

16,217 

58,236 

T 

340,688 

374,570 

75,006 

76,516 

31,464 

218,948 

93,952 

26,395 

29.635 

.267.174 

516,090 
20,230 
15,896 

158,119 
5,387 

532 

86,740 
(82.000) 
720.994 

2,422,597 
510,180 
414,390 
804,646 
526,972 
226,386 
122,996 
221,837 
(52.404) 

Total 

2.262.987 

5.197.600 

EQUIPMENT  AND  INTANGIBLE 
Equipment 
Intangible  Assets 

ASSETS 

55,582 

9.789 

65.371 

30,285 

- 

48,504 

51,752 

6.850 

58.602 

186,123 
16.639 

Total 

30.285 

48.504 

202.762 

GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

733,872 
4.982.651 
5.716.523 

31.000 
31.000 

916,980 
1.658.744 
2.575.724 

1,650,852 
6.672.395 
8,323.247 

BENEFITS  &  CLAIMS 
To  Individuals 
From  Federal  Sources 
Insurance  Payments 
Total 

25,535,800 

124,570 

986 

25.661.356 

25,535,800 

124,570 

986 

25.661.356 

TOTAL  PROGRAM  EXPENDITUR 

ES 

ty 
ty 

$8,231,736 

$■ 

$ 
$' 

$ 

$; 

12.238.581 

- 

7 

.252.640 

$29,776,130 

$57,499,087 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Author i 

$2,439,590 

2.314.986 

$  124.604 

6,437,846 

6.412.253 

25.593 

6 

,658,855 

.638.530 

20.325 

$21,757,833 

20.899.949 

$   857.884 

$37,294,124 

36.265.718 

$  1,028.406 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Author i 

$6,226,577 

5.916.750 

$  309.827 

5,839,123 

5.826.328 

12.795 

765,350 
614.110 
151.240 

$  9,819,904 

8.876.181 

$   943 . 723 

$22,650,954 

21.233.369 

$  1.417.585 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-10. 
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DEPARTMENT  OF  FAMILY  SERVICES 


SCHEDULE  OF 

BUDGETED  PROGRAM  1 

EXPENDITURES  1 

3Y 

OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE 

;  30,, 

1992 

Management 
Support 

Regional 
Staff 

Juveni le 
Corrections 

ComiHjnity  & 

Protective 

Services 

Total 

PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 

$1,030,603 

234,173 
1,264,776 

$ 

7,466,757 

1.819,009 
9.285,766 

$ 

4 

1 
_5_ 

,425,485 

18,706 

.227.494 

.671.685 

$   412,798 

89,027 
501.825 

$13,335,643 

18,706 

3,369,703 

16,724,052 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Cotimuni  cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Re 

isale 

494,805 

45,367 

92,831 

141,696 

144,030 

10,462 
9,200 
(60,000) 
878,391 

779,160 

86,948 

243,689 

461,215 

332.965 

7.023 

25.804 

15.470 

60.021 

2.012.295 

T 

312,225 

413,606 

72,358 

61,160 

26,354 

211,482 

103,380 

30,485 

14,110 

,245.160 

330.192 

13,995 

15,300 

84,680 

271 

43,602 

1,916,382 
559,916 
424.178 
748.751 
503,620 
218,505 
139,646 
98,757 
14,131 

Total 

488,040 

4,623,886 

EQUIPMENT  AND  INTANGIBLE 
Equipment 
Intangible  Assets 

ASSETS 

71,189 

5,857 

77,046 

48,471 

25,271 

52,496 

197.427 
5,857 

Total 

48,471 

25,271 

52,496 

203.284 

GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

714,474 
4,366.214 
5.080.688 

5,000 
5,000 

609,073 
1,109,294 
1,718.367 

1.323,547 
5,480.508 
6,804,055 

BENEFITS  &  CLAIMS 
To  Individuals 
From  Federal  Sources 
Insurance  Payments 
Total 

1.000 
1,000 

20.861.268 

104,220 

100 

20.965,588 

20,861,268 

104,220 

1,100 

20,966,588 

TOTAL  PROGRAM  EXPEND  I TUR 

ES 

ty 
ty 

$7,300,901 

$; 
$ 

$; 

$ 
$" 

11,351,532 

6,629,168 

6,622,891 

6.277 

$ 

$ 

$; 

$ 

$" 

6. 
_6, 

,943,116 

,221,725 

,203,641 

18,084 

III  j^y 
38_,226 

$23,726,316 

$16,803,413 

16,149,570 
$   653,843 

$49,321,865 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Author i 

$2,641,987 

2,256,220 

$  385,767 

$32,296,293 

31,232,322 

$  1,063,971 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authori 

$5,408,541 

5,044,681 

$  363,860 

5,009,069 

4,728,641 

280,428 

$  9,756.894 

7,576,746 

$  2,180,148 

$20,952,205 

18.089.543 

$  2,862,662 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A- 10. 


Additional  information 
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DEPARTMENT  OF  FAMILY  SERVICES 

CHILDREN'S  TRUST  ACCOUNTS. 

PINE  HILLS  SCHOOL  RESIDENT  TRUST  ACCOUNTS.  AND 

MOUNTAIN  VIEU  SCHOOL  RESIDENT  TRUST  ACCOUNTS 

COMBINED  SCHEDULE  OF  ADDITIONS  AND  DEDUCTIONS 

TO  AGENCY  FUND  PROPERTY  HELD  IN  TRUST 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1.993 


Property  Held  in  Trust,  July  1,  1991 
(as  previously  stated)  *  287,636 

Prior  Period  Adjustment  i66A) 

Property  Held  in  Trust,  July  1,  1991  (as  restated)  286.972 

Additions: 
Fiscal  Year  1991-92  1,441,769 

Fiscal  Year  1992-93  1.336.748 

Total  Additions  2 . 778 . 5 1 7 

Deductions: 
Fiscal  Year  1991-92  1,427,936 

Fiscal  Year  1992-93  1.160.304 

Total  Deductions  2.588.240 

Property  Held  in  Trust,  June  30,  1993  $  477.249 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  and  Pine  Hills  and  Mountain 
View  Schools  subsidiary  records.  The  transaction  detail  for  activity  in  the  Pine  Hills  and  Mountain  View 
Schools  Agency  Funds  are  not  recorded  on  SBAS;  therefore,  the  totals  for  additions  and  deductions  were  compiled 
from  subsidiary  records.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning 
on  page  A- 10. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1993 


1.  Summary  of  Significant 

Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  and 
Agency  Funds.   In  applying  the  modified  accrual  basis,  the 
department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

Expenditures  may  include  entire  budgeted  service  contracts  even 
though  the  department  received  the  services  in  a  subsequent 
fiscal  year;  goods  ordered  with  a  purchase  order  before  fiscal 
year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

State  accounting  policy  also  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   Except  for  the  Combined 
Schedule  of  Additions  and  Deductions  to  Agency  Fund  Property 
Held  in  Trust,  the  financial  schedules  are  prepared  from  the 
Statewide  Budgeting  and  Accounting  System  without  adjustment. 
Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
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Notes  to  the  Financial  Schedules 


purposes.    Department  Special  Revenue  Funds  include  federal 
assistance,  county  foster  care  assistance,  and  canteen  activity. 

Legislative  appropriations  are  required  to  spend  from  these 
funds. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State 
in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.   Department 
fiduciary  funds  include  children  trust  and  resident  accounts.   A 
legislative  appropriation  is  not  required  to  spend  these  funds. 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.   The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  the  accompanying  financial  schedules. 
The  department  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.   At  June  30,  1993,  the  department  had 
a  liability  of  $1,974,994. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees'  Retire- 
ment System  (PERS)  and  the  Teachers'  Retirement  System 
(TRS).   The  department's  contribution  to  PERS  was  $798,416  in 
fiscal  year  1991-92  and  $878,795  in  fiscal  year  1992-93.   The 
department's  contribution  to  TRS  was  $68,223  in  fiscal 
year  1991-92  and  $65,242  in  fiscal  year  1992-93. 


Fund  Balances 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.   Thus,  on  an  agency's  schedules,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be 
zero. 


Using  the  modified  accrual  basis  of  accounting,  intergovern- 
mental revenues  received  as  reimbursements  are  recognized 
based  on  the  recorded  expenditures.    As  a  result,  accounting 
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Notes  to  the  Financial  Schedules 


entities  in  which  intergovernmental  financial  activity  is  recorded 
should  have  a  zero  fund  balance  at  the  end  of  each  fiscal  year. 
One  federal  account  in  the  Special  Revenue  Fund  has  not  been 
reconciled  to  zero  since  fiscal  year  1986-87.   Since  that  time  the 
fund  balance  of  the  account  has  varied  from  $200,237  to 
$3,413,679.  The  actual  fund  balance  of  the  account  in  the 
Special  Revenue  Fund  has  not  been  determined. 


Reorganization  The  department  reorganized  programs  in  fiscal  year  1991-92. 

Previously,  the  programs  were  management  support,  community 
services,  Mountain  View  School,  and  Pine  Hills  School.   Moun- 
tain View  School  and  Pine  Hills  School  were  consolidated  into 
the  juvenile  corrections  program.  The  community  services 
program  was  expanded  into  the  regional  staff  and  the  community 
and  protective  services  programs.  The  regional  staff  program 
segregates  the  activity  related  to  the  department's  five  regions 
which  provide  administrative,  management,  and  supervisory 
functions  necessary  to  ensure  that  regional  responsibilities  are 
met. 
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DEPARTMENT  OF  FAMILY  SERVICES 


MARC  BACICC3T,  GOVERNOR 


(406)444-5900 
FAX  (406)444-5956 


STATE  OF  MONTANA 


HANK  HUDSON,  DIRECTOR 


PO  BOX  8005 
HELENA,  MONTANA  S9604  8005 


April  4,  1994 


Mr.  Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana  59620 

Dear  Scott: 

Thank  you  for  the  opportunity  to  respond  to  your  recommendations  contained  in  the  Financial- 
Compliance  Audit  for  the  Two  Fiscal  Years  Ended  June  30,  1993.  Our  response  is  attached. 

The  Department's  efforts  to  improve  its  performance  will  be  enhanced  by  the  analysis  and 
recommendations  of  your  staff.  We  at  the  Departmem  of  Family  Services  appreciate  the 
professionalism  exhibited  by  your  staff  while  working  on  this  audit. 


Hank  Hudson 
Director 
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■AN  EQUAL  OPPORTUNITY  EMPLOYER- 


Recommendation  #  1 

We  Recommend  the  department: 

A.  Ensure  the  proper  funding  sources  charged  initiaity  throughout  the 
fiscai  year. 

B.  Obtain  and  use  inter-entity  loans  when  a  deiay  In  reimbursement 
occurs. 

Agency  Response:  Concur. 

By  April  30,  1994,  the  department  will  review  all  funding  percentages  established  on 
SBAS  and  adjust  the  percentages  to  ensure  the  proper  funding  source  is  charged 
initially.  General  fund  loans  will  be  established  to  fit  the  new  funding  percentages. 

Recommendation  #2 

We  recommend  the  department  obtain  inter-entlty  loans  only  when  there  is 
sufficient  revenue  source  to  repay  them  in  compliance  with  state  law. 

Agency  Response:  Concur. 

The  department  made  the  decision  to  not  take  federal  boarder  placements  in  its  efforts 
to  restructure  it's  operations  and  limit  the  number  of  placements  at  the  school. 
Eliminating  these  placements  did  not  reduce  the  operating  budget  of  the  school 
because  the  number  of  federal  boarder  placements  was  a  small  percentage  of  the  total 
population.  As  a  result,  the  department  obtained  the  inter-entity  loan  to  fund 
expenditures  at  Pine  Hills  School  due  to  the  loss  of  federal  boarder  revenues.  We 
agree  that  it  should  have  been  clearer  when  the  loan  was  obtained  that  the  repayment 
source  was  anticipated  to  be  additional  general  funds  which  resulted  in  a  supplemental 
appropriation. 

Future  loan  requests,  if  any,  will  identify  the  specific  revenue  source  for  repayment. 
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Recommendation  #3: 

We  recommend  the  department  ensure  Its  Special  Revenue  Fund  accounts  are 
reconciled  and  fund  balances  are  correct  at  the  end  of  each  fiscal  year. 

Agency  Response:  Concur. 

The  department  will  review  all  41 1  monthly  reports  for  Special  Revenue  Fund  accounts 
for  negative  fund  balances  each  month  and  provide  reconciliations  where  required. 

Recommendation  #4 

We  recommend  the  department: 

A.  Record  approved  operating  budget  changes  on  SBAS  in  accordance 
with  state  law. 

B.  Monitor  program  expenditure  activity  to  ensure  compiiance  with 
appropriation  laws. 

Agency  Response:  Concur. 

Currently  all  approved  operating  budgets  are  properly  recorded  on  SBAS  as  required 
by  state  law.  A  new  monthly  budget  review  process  will  be  implemented  by  April  1994. 
This  will  provide  additional  information  to  department  management  regarding  the 
budget  status  of  programs  and  will  help  ensure  that  the  first  level  expenditure 
categories  will  not  be  exceeded  by  more  than  5%. 

Recommendation  #5 

We  recommend  the  department  establish  procedures  to  ensure  revenue  and 
expenditures  are  property  recorded  in  accordance  with  state  law  and  policy. 

Agency  Response:  Concur. 

As  noted  in  the  response  to  recommendation  #4,  the  department  has  established 
procedures  to  properly  record  operating  budgets  and  to  routinely  monitor  the  program 
expenditures.  These  procedures  will  help  ensure  that  revenues  and  expenditures  are 
recorded  in  the  proper  year. 
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Recommendation  #6: 

We  recommend  the  department  review  the  dally  transaction  listing  to  ensure 
Information  recorded  on  SBAS  Is  authorized,  accurate  and  complete. 

Agency  Response:  Concur. 

Procedures  will  be  implemented  to  insure  that  daily  transaction  listings  are  reconciled  at 
least  weekly.  On  March  23,  1994,  staff  was  assigned  to  perfomn  this  activity  on  a  daily 
basis. 

Recommendation  #7: 

We  recomnnend  the  department  review  and  assign  staff  duties  to  provide 
appropriate  control  over  transactions  processed  on  SBAS. 

Agency  Response:  Concur. 

Procedures  have  been  implemented  and  are  the  responsibility  of  the  Accounting 
Bureau  Chief  to  insure  proper  access,  approval  and  control  for  SBAS  transactions. 

Recommendation  #8: 

We  recommend  the  department  continue  to  develop  and  implement  procedures  to 
ensure  fixed  assets  are  properly  recorded  on  the  state's  property  accounting 
records. 

Agency  Response:  Concur. 

Cun-ently.  the  department  is  in  the  process  of  performing  PAMS  audits  on  all  the 
counties.  Inventories  have  been  completed  in  Regions  2  and  4,  the  Central  Office,  the 
Transitional  Center  and  YEP.  Efforts  continue  in  Regions  1 ,  3  and  5.  We  still  have 
Mountain  View  and  Pine  Hills  Schools  to  complete.  Our  schedule  is  to  complete  these 
inventories  before  FYE  94  and  to  make  the  necessary  adjustments  on  PAMS  and 
SBAS. 
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Recommendation  #9: 

We  recommend  the  departnient  adequately  segregate  duties  of  personnel 
responsible  for  payroll  processing  and  resident  account,  canteen,  and  warehouse 
activities. 

Agency  Response:  Concur 

Procedures  to  segregate  payroll  processing  responsibilities  were  innplemented  following 
the  interim  audit  response  dated  June  25,  1993, 

Procedures  for  purchasing  were  changed  in  October  1993  with  the  acquisition  of  a  new 
personal  computer  software  system.  The  duties  of  staff  involved  in  purchasing  have 
also  been  segregated  and  controls  have  been  implemented  to  insure  supervisor  review 
of  all  purchasing  activities. 

New  procedures  for  residents'  accounts  have  been  implemented  to  segregate  duties 
and  insure  proper  reconciliation  of  accounts. 

Additionally,  Central  office  personnel  will  work  with  the  Superintendents  and  Business 
Managers  at  the  institutions  to  insure  that  the  above  changes  are  implemented  as 
described. 

Recommendation  #10 

We  recommend  the  department  reconcile  SBAS  and  its  foster  care  data  base  on  a 
timely  basis  to  ensure  financial  Infom^tion  on  the  state's  accounting  records  is 
accurate  and  complete. 

Agency  Response:  Concur. 

Beginning  March  31,  1994,  quarteriy  reconciliations  will  be  performed.  However,  we  do 
not  agree  that  the  two  systems  differed  by  $744,610  at  fiscal  year-end  1992-93.  The 
reason  for  this  difference  is  the  data  base  system  does  not  include  the  expenditures 
that  are  accrued  on  SBAS.  As  a  result,  the  two  systems  will  never  agree  until  all 
accmed  expenditures  have  been  received  and  process  through  the  system.  The 
reconciliation  performed  by  the  department  in  December  1993  showed  the  systems 
agree  within  0.5%.  A  final  reconciliation  between  the  systems  will  still  have  to  wait  until 
a  majority  of  the  accmal  and  prior  year  activity  is  completed.  Quarterly  reconciliations 
will  assist  the  department  with  determining  the  fiscal  year-end  accrual  and  make  the 
final  year-end  reconciliation  easier. 
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Recommendation  #1 1 : 

We  recommend  the  department: 

A.  Implement  procedures  to  ensure  nontreasury  cash  accounts  are  used 
In  accordance  with  state  law  and  policy. 

B.  Periodically  review  nontreasury  cash  accounts  for  compliance  with 
established  procedures  and  state  policy  and  close  those  accounts 
which  do  not  comply. 

C.  Review  the  authorized  balance  of  all  non-treasury  cash  accounts  to 
determine  if  they  are  excessive,  and  if  necessary,  reduce  balances. 

D.  Fairly  and  equitably  distribute  interest  eamings  to  Individual  custodial 
accounts  on  a  timely  basis. 

E.  Implement  procedures  to  ensure  accounting  records  are  updated  with 
current  custodial  account  balances  by  fiscal  year-end  in  accordance 
with  state  policy. 

F.  Report  all  Instances  of  theft  to  the  Attomey  General  and  the  Legislative 
Auditor  as  required  by  state  law. 

Agency  Response:  Concur. 

The  following  actions  have  been  taken: 

1.  The  department  has  reviewed  the  contingent  revolving  funds  to  determine 
an  appropriate  dollar  annount  which  resulted  in  lowering  the  amount  of 
imprest  cash  in  facilities  where  reimbursement  is  not  made  on  a  monthly 
basis.. 

2.  The  signature  stamp  at  Pine  Hills  School  will  be  destroyed. 

3.  Procedures  were  established  to  assist  YEP  in  monitoring  their  petty  cash. 
Access  to  the  petty  cash  funds  were  restricted,  all  money  is  reimbursed 
after  a  proper  receipt  is  presented,  a  new  cash  reconciliation  sheet  was 
developed  that  forced  a  correct  petty  cash  count,  a  spread  sheet  was 
developed  that  had  to  agree  to  the  petty  cash  reconciliation  sheet. 
Beginning  in  October  93,  every  petty  cash  account  reimbursement  is 
reviewed  by  Central  Office  and  has  to  balance  and  be  properly 
documented  or  the  information  is  returned  to  YEP  and  not  reimbursed. 
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Every  reimbursement  request  has  balanced  since  this  procedure  has 
been  implemented. 

YEP  has  closed  out  the  savings  account. 

A  policy  notification  was  issued  to  all  the  regional  field  staff,  Mountain  View 
School,  Pine  Hills  School,  YEP,  Transitional  Center  and  Central  Office  in 
December  reminding  them  of  the  requirement  to  report  all  suspected  thefts  or 
missing  property  to  the  Attorney  General  and  the  Legislative  Auditors. 


Recommendation  #12: 

We  recommend  the  department  establish  an  Intemal  control  system  to  ensure: 

A.  Foster  care  payments  are  made  on  behalf  of  eligible  clients  In 
accordance  with  federal  regulations. 

B.  The  correct  funding  source  Is  charged  for  services  based  on  client 
eligibility. 

Agency  Response:  Concur 

We  will  review  the  specific  cases  listed  by  the  auditor's  to  determine  If  additional 
information  is  available  for  processing  client  eligibility.  If  proper  eligibility  documentation 
is  not  available  by  June  30,  1994,  the  department  will  adjust  it's  IV-E  quarterly  report  for 
the  ineligible  payments. 

There  are  two  initiatives  under  way  within  the  department  to  address  the  client  eligibility 
issue: 

1 .  The  new  computerized  Child  and  Adult  Protective  Services  system 
(CAPS)  authorized  in  the  1993  legislative  session  will  be  implemented 
July  1.  1995,  This  system  will  interface  with  the  SRS  TEAMS  system  to 
assist  in  the  eligibility  process.  The  CAPS  System  will  also  have  "alerts  " 
to  notify  staff  when  eligibility  reviews  or  redetermination  are  due  which  will 
make  the  ongoing  eligibility  redetermination  process  more  efficient:  and 

2.  The  hiring  of  five  new  Eligibility  Examiner  positions  and  a  Program  Officer 
in  the  state  office  which  were  authorized  by  the  legislature  to  concentrate 
on  refinancing  and  program  eligibility  initiatives.  The  positions  will  be 
responsible  for  gathering  financial  and  non-financial  information  on 
families  served  by  the  department  and  to  use  the  information  to  determine 
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eligibility  for  all  federal  programs  (IV-E,IV-A,and  Medicaid)  and  to 
coordinate  the  application  process  for  those  programs  and  also  for  the 
Child  Support  Enforcement  program.  The  positions  have  been  filled  and 
the  initial  training  was  conducted  on  March  16-18,1994.  At  least  two 
additional  training  sessions  are  scheduled  before  June  30.  1994. 


Recommendation  #13: 

We  recomnDend  the  department  establish  and  implement  procedures  to  ensure: 

A.  All  sub-recipients  receiving  federal  assistance  in  excess  of  $25,000 
have  audits  completed  in  accordance  with  federal  regulations. 

B.  Audit  reports  are  received,  reviewed,  and  comply  with  applicable 
federal  regulations. 

Agency  Response:  Concur. 

The  department  concurs  and  has  implemented  a  procedure  to  address  this  issue.  All 
sub-recipients  with  a  contract  amount  of  more  than  $25,000  was  listed  and  reviewed  by 
the  Accounting  Bureau  Chief.  If  audits  were  not  received,  a  letter  was  sent  to  the  sub- 
recipients  requesting  an  audit.  All  audits  received  were  reviewed  by  the  Accounting 
Bureau  Chief  and  if  necessary  appropriate  action  was  taken.    A  list  has  been  complied 
for  the  contracts  closing  in  R^93  and  a  letter  will  be  mailed  out  to  each  sub-recipients 
before  the  end  of  March.  As  audit  reports  are  received,  the  bureau  chief  reviews  each 
audit  for  compliance.    The  staff  person  responsible  for  issuing  contract  now  notifies  the 
Accounting  Bureau  for  each  contract  over  $25,000.00  and  the  name  is  added  to  the  list. 

Recommendation  #14: 

We  recommend  the  department  implement  adequate  procedures  to  recover  foster 
care  overpayment. 

Agency  Response:  Concur. 

The  implementation  of  the  new  CAPS  system  will  greatly  reduce  the  instances  of 
overpayment  occurring  and  will  provide  the  department  with  an  automated  method  of 
notifying  providers  of  overpayment  and  automatically  collecting  the  overpayment.  In  the 
interim,  a  draft  policy  regarding  overpayments  will  be  finalized  by  June  30,  1994  and, 
where  feasible,  all  current  overpayment  will  be  collected.  Federal  funds  involved  in  the 
current  overpayment  will  be  adjusted  on  the  quarteriy  reports  for  June  30.  1994. 
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Recommendation  #15: 

We  recommend  the  department  Include  all  costs  allowed  by  federal  regulations  In 
Its  Indirect  cost  rate. 

Agency  Response:  Concur. 

The  department  has  submitted  a  revised  cost  allocation  plan  (CAP)  to  the  federal 
government  for  fiscal  year  1993-94.  Included  in  the  revised  CAP  is  a  new  calculation  of 
the  department's  indirect  cost  rate.  The  new  rate  calculation  will  properly  address  the 
issues  of  equipment  purchases  and  SWCAP  as  noted  in  the  audit  report.  The 
department  will  work  with  the  Office  of  Public  Instruction  regarding  the  indirect  cost 
rates  for  Mountain  View  and  Pine  Hills  Schools.  These  rate  will  be  based  on  the  new 
CAP  and  should  properly  reflect  the  indirect  costs  for  the  program. 

Recommendation  #16: 

We  recomnriend  the  department: 

A.       Recover  indirect  costs  to  the  fullest  extent  possible  in  accordance  with 
state  law. 


Agency  Response  #16:  Concur. 

A  new  and  revised  cost  allocation  plan  has  been  submitted  to  the  federal  government 
for  fiscal  years  1993-94.  The  federal  government  has  reviewed  It  and  has  requested 
additional  information  from  the  department.  The  department  expects  to  complete  the 
response  for  the  additional  infomnation  by  April  15,  1994.  The  new  cost  allocation  plan 
will  address  the  issues  noted  in  the  audit  report.  To  help  ensure  that  the  new  plan  is  in 
accordance  with  state  law,  the  department  will  provide  it  to  the  Office  of  Legislative 
Auditor  for  their  review  and  comments.  Indirect  rates  will  be  adjusted  yeariy  according 
to  the  new  cost  allocation  plan. 


Recommendation  #17: 

We  recommend  the  department  ensure  that  negotiated  contracts  with  teachers 
comply  with  state  law  and  policy. 

Agency  Response:  Conditionally  Concur 

The  Department  of  Administration.  Labor  and  Employee  Relations  Bureau  is  the  entity 
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responsible  for  negotiating  the  labor  contracts  for  the  departnnent.  The  department  has 
notified  them  of  the  concerns  regarding  the  teacher  contracts.  As  stated  in  the  audit 
report,  the  department  has  not  been  paying  sick  leave  retroactively,  and  v^ill  not  if  it  is  in 
conflict  with  Department  of  Administration  promulgated  rules  regarding  employee  leave 
benefits.  This  is  not  a  violation  of  the  teacher  contract  as  siection  3. 1  for  Pine  Hills 
School  and  4.1  for  Mountain  View  School  state  that  any  provision  of  the  contract  that  is 
in  conflict  with  state  law  is  invalid. 

In  any  event,  we  will  attempt  with  the  assistance  of  the  Department  of  Administration  to 
negotiate  the  retroactive  sick  leave  provisions  out  of  the  contract  during  the  next 
bargaining  period. 


Recommendation  #18: 

We  recommend  the  department  establish  procedures  to  ensure  the  county  attomey 
is  notified,  as  required  by  state  law,  of  all  matters  of  Icnown  or  suspected  abuse  or 
neglect  reported  to  the  department,  or  seek  legislation  to  amend  the  law  as 
appropriate. 

Agency  Response:  Concur 

The  department  has  made  an  effort  to  notify  the  County  Attorneys  of  the  abuse  or 
neglect  cases.  Because  of  the  volume  of  these  cases,  the  County  Attorneys  have 
requested  that  the  department  not  report  every  case  to  them.  Therefore,  the 
department  is  investigating  the  feasibility  of  a  Legislative  change  which  would  onlv 
require  notification  to  county  attorneys  for  substantiated  abuse  or  neglect  cases. 
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Recommendation  #19: 

We  recommend  the  department  ensure  mandatory  visits  to  day-care  facilities  are 
appropriately  completed  and  performed  in  accordance  with  state  law. 

Agency  Response:  Concur 

As  a  result  of  increased  federal  funding  and  child  care  mandates,  the  department  has 
been  able  to  staff  five  newly  created  Family  Resource  Specialists  (FRS)  positions  to 
handle  the  administrative  functions  required  by  the  day  care  programs  of  the 
department.  The  administrative  responsibilities  for  day  care  have  increased  greatly  with 
the  implementation  of  the  Child  Care  Block  Grant  and  AFDC  AT-Risk  Day  Care 
programs.  The  new  positions  will  help  considerably  to  meet  the  requirement  for 
inspections  of  day  care  facilities. 

Recommendation  #20: 

We  recommend; 

A.  The  Govemor  assign  a  team  of  individuals  to  develop  and  ensure 
Implementation  of  an  effective  management  control  system  at  the 
department. 

B.  The  department  assign  responsibility  and  accountability  to  an 
Individual  for  coordinating  work  and  monitoring  compliance  with  control 
systems  and  procedures  developed  by  the  team. 

Agency  Response:  Concur 

The  Governor,  in  cooperation  with  the  Director  of  the  Department  of  Family  Services 
will  assign  a  team  of  individuals  from  other  executive  branch  agencies  to  design  and 
implement  an  improved  management  control  system  for  the  Department  of  Family 
Services. 

The  Administrator  of  the  Department's  Management  Support  Services  Division  will  be 
responsible  for  coordinating  the  work  of  this  team  and  monitoring  department 
compliance  with  the  recommendations  of  the  team.  The  Department  Director  will 
regularly  review  the  progress  of  this  effort  and  report  to  the  Governor  on  the  team's  and 
department's  activities. 

Recommendations  from  this  team  will  be  developed  within  a  schedule  which  will  allow 
for  their  implementation  within  state  fiscal  year  1995. 
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Office  of  the  Governor 

State  of  Montana 


Marc  Racicot 
Governor 
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State  Capitol 

Helena.  Montana 59620-0801 


MEMORANDUM 


TO:  SCOTT  A.  SEACAT,  LEGISLATIVE  AUDITOR 

FROM:  GOVERNOR  MARC  RACICOTrj)^; 

DATE:  MARCH  28,  1994 

RE:  FISCAL  AUDIT  RESPONSE.  DEPT.  OF  FAMILY  SERVICES 


The  Governor's  Office  and  the  Department  of  Family  Services  concur 
with  recommendation  number  20  of  the  Fiscal  Audit  of  the  Department 
of  Family  Services  for  state  fiscal  years  1992  and  1993. 

The  Governor,  in  cooperation  with  the  Director  of  the  Department, 
will  assign  a  team  of  Individuals  from  other  executive  branch 
agencies  to  design  and  implement  an  improved  management  control 
system  for  the  Department  of  Family  Services. 

The  Division  Administrator,  Management  Support  Division,  will  be 
responsible  for  coordinating  the  work  of  this  team  and  monitoring 
department  compliance  with  the  recommendations  of  the  team.  The 
Director  of  the  Department  will  regularly  review  the  progress  of 
this  effort  and  report  to  the  Governor  on  the  team's  and 
department's  activities. 

Recommendations  from  this  team  will  be  developed  within  a  schedule 
which  will  allow  for  their  implementation  within  state  fiscal  year 
1995. 
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Telephone:  (406)  444-3111  Fax:  (406)  444-5529 


